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100 F Street, N.E..

Washington, D.C. 20549

US.A.

RE: Eui_ocastle Investment Limited
Submission Pursuant to Rule 12g3-2(b)(1)(iii)
File No. 82-34924

Dear Sir or Madam:

On behalf of Eurocastle Investment Limited (the "Company"), we hereby
submit, pursuant to Rule 12g3-2(b) of the Securities Exchange Act of 1934 (the
"Exchange Act"), the following documentation which the Company has made
public pursuant to Guernsey law, filed with a stock exchange (and which was
made public by that stock exchange) or distributed to its securities holders:

¢ "Eurocastle to Announce Third Quarter Earnings on 2 November
2005", release dated 31 October 2008.

¢ Financial Report for the Nine Months Ended 30 September 2005.

» "Eurocastle Announces Proposed Change of Listing", release dated 22
November 2005. '

» "Eurocastle Announces Listing on Euronext Amsterdam”, release
dated 15 December 2005.

» "Eurocastle Named Preferred Bidder for €2 Billion Dresdner Real
Estate Portfolio", release dated 21 December 2005.

» "Eurocastle Acquires €2 Billion German Real Estate Portfolio from
Dresdner Bank—Transformational Acquisition Making Eurocastle the
Largest Publicly Traded Company Focused on German Commercial
Real Estate", release dated 22 December 2005.

o Presentation dated December 2005. ‘

» Eurocastle Prospectus Application for Admission to Listing and
Trading on Amsterdam dated 14 December 2005.




EUROCASTLE . Eurocastle Investment Limited

Suite 6, Borough House

Pursuant to Rule 12g3-2(b)(4), these materials are not deemed “filed" sf;e du Pré
. . . . . g . eter Port

- with the Commission or otherwise subject to the liabilities of Section 18 of the Gue
Exchange Act. Furthermore, pursuant to Rule 12g3-2(b)(5), submission of these Gyl 3RI§

materials does not constitute an admission for any purpose that the Company is
subject to the Exchange Act.

Please do not hesitate to contact me (collect) at +44 20 7290 5642 should
you have any questions or require further information. Finally, I would greatly
appreciate your acknowledging receipt of this letter and the enclosure by
stamping the enclosed copy of this letter and returning it to me in the enclosed
self-addressed, stamped envelope.

Very truly yours,

MWMM %\mei)

Miriam Thomas

Enc.
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FOR IMMEDIATE RELEASE

Contact:

International Administration (Guernsey) Limited
Company Administrator

Attn: Mark Woodall

Tel: +44 1481 723450

Eurocastle to Announce Third Quarter Earnings on 2 November 2005

Guernsey. 31 October 2005 - Eurocastle Investment Limited (LSE: ECT) today
announces that it will release the Company’s financial results for the third quarter ended
30 September 2005 on Wednesday, 2 November 2005 before the market opens. In
addition, management will host an earnings conference call the same day at 1:00 P.M.
London time (8:00 A.M. New York time). All interested parties are welcome to
participate on the live call. You can access the conference call by dialing +1-866-323-
3742 (from within the U.S.) or +1-706-643-0550 (from outside of the U.S.) ten minutes
prior to the scheduled start of the call; please reference “Eurocastle Third Quarter
- Earnings Call.”

For those who are not available to listen to the live call, a replay will be available until
11:59 P.M. New York time on Friday, 18 November 2005 by dialing +1-800-642-1687
(from within the U.S.) or +1-706-645-9291 (from outside of the U.S.); please reference
access code “1596968.”"

" Eurocastle Investment Limited is a Euro denominated Guernsey closed-end investment
company that invests in and manages a diverse portfolio consisting primarily of European
real estate related assets. For more information regarding Eurocastle Investment Limited
and to be added to our email distribution list, please visit www.eurocastleinv.com.
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Company Administrator IR
Attn: Mark Woodall

Tel: +44 1481 723450

EUROCASTLE INVESTMENT LIMITED

FINANCIAL REPORT FOR THE NINE MONTHS ENDED 30 SEPTEMBER 2005

Nine Months 2005 Highlights

¢ Share offer completed in June 2005, raising net proceeds of €95 million

» Increased dividend by 12.1% from €0.33 per share in Q1 to €0.37 per share in Q3

e Completed two further non-recourse term financings for target real estate debt portfolios of £200
million and €400 million ‘

e Net profit after taxation of €29.6 million for the nine months, or €1.39 per diluted share

¢ Funds from operations (“FF0O”} of €22.0 million for the nine months, or €1.04 per diluted share
FFO return on average invested capital was 12.7%

Third Quarter 2005 Highlights
Total assets amounted to €1,927.7 million at the quarter end

» Equity book value total of €306.2 million, or €12.65 per share

e Net profit after taxation of €16.4 million for the quarter, or €0.65 per diluted share

» FFO of €9.3 million, or €0.37 per diluted share

» Third quarter dividend of €0.37 per share, to be paid on 11 November 2005

¢ FFO return on average invested capital during the quarter was 12.5%
Selected Financial Data Three Months Nine Months Nine Months
(amounts in €000, except share data and Ended Ended Ended
supplemental data) 30 September 30 September 30 September
Operating Data 2005 2005 2004
Net profit after taxation ' ‘ 16,352 29,567 6,970
Earnings per diluted share 0.65 1.39 0.49
FFO ' ' . 9,298 22,000 6,970
FFO per diluted share 0.37 1.04 0.49
Weighted average number of shares
outstanding, diluted 25,046,485 21,206,023 14,302,043

‘ As of As of

Balance Sheet Data 30 September 2605 31 December 2004
Asset backed securities (includes cash to be invested and ’
securities pledged under repurchase agreements) 1,203,752 1,264,484
Real estate loans (includes loans pledged under repurchase
agreements) 99,632 21,938
Investment property 398,042 318,514
Real estate fund units 181,992 -
Cash and cash equivalents 17,500 10,293
Total assets 1,927,734 1,627,619
Debt obligations 1,550,281 © 1,154,310
Shareholders’ equity g 306,237 206,420



EUROCASTLE INVESTMENT LIMITED

FINANCIAL REPORT FOR THE NINE MONTHS ENDED 30 SEPTEMBER 2005 (cont’d)

Three Months Nine Months Nine Months
e e . Ended Ended Ended
Reconciliation of Funds from Operations 30 September 30 September 30 September
_(FFO) to net profit after taxation _ 2005 2005 2004
Net profit after taxation 16,352 29,567 6,970
Decrease/(increase) in fair value of investment '
properties 68 {445) -
Increase in fair value of real estate fund units (7,122) (7,122) -
Funds from operations (FFO) 9,298 22,000 6,970

FFO is an appropriate measure of the underlying operating performance of real estate companies because it
provides investors with information regarding our ability to service debt and make capital expenditures.
Furthermore, FFO is used to compute our incentive compensation to our manager. FFO, for our purposes,
represents net profit after taxation (computed in accordance with IFRS), excluding changes in the fair value
of investment properties and mark to market fluctuations in real estate fund units. We consider gains and
losses on resolution of our investments to be a normal part of our recurring operations and therefore do not
exclude such gains and losses when arriving at FFO. FFO does not represent cash generated from operating
activities in accordance with IFRS and therefore should not be considered an alternative to cash flow as a
measure of liquidity; and is not necessarily indicative of cash available to fund cash needs. Our calculation of
FFO may be different from the calculation used by other companies and, therefore, comparability may be
limited.

Supplemental Total Real Estate and Other ABS Securities and Real Estate Loans Data

As of : Asof
30 September 2005 31 December 2004
Total debt investments (excluding restricted cash) . 1,278,683 1,023,218
Weighted average asset yield 4.06%* 4.18%
Weighted average liability cost _ 2.72% 2.73%
Weighted average net spread 1.34% 1.45%
Weighted average credit rating ' BBB+ BBB+
Weighted average asset credit spread (above Euribor) 1.95%* 1.99%
Percentage investment grade of securities portfolio 92% 93%
Number of securities and loans ’ 106 87
* includes assets and liabilities referenced under a total return swap
Supplemental Total Credit Leased Real Estate Data
As of As of
30 September 2005 31 December 2004
Investment properties at fair value ) 398,042 318,514
Real estate fund units 181,592 -
Total investment in credit leased real estate assets 580,034 318,514
Weighted average asset yield 7.99% 7.10%
Weighted average liability cost 4.78% 4.56%

Weighted average net spread 321% 2.54%

Y




" EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CHAIRMAN’S STATEMENT

Overview

Eurocastle Investment Limited (LSE: ECT) reports net profit after taxation for the quarter ended 30
September 2005 of €16.4 million, or €0.65 per diluted share, as compared to €3.2 million, or €0.17 per
diluted share, for the third quarter of 2004, The Company also reports net profit after taxation for the nine
months ended 30 September 2005 of €29.6 million, or €1.39 per diluted share, as compared to €7.0 million,
or €0.49 per diluted share, for the first nine months of 2004. Funds from operations (or FFO) amounted to
€22.0 million and €9.3 million, respectively, for the nine months and quarter ended 30 September 2005. This
amount excludes a €7 million increase in the fair value of the Company’s credit-leased real estate classified
as investment properties and real estate fund units. Eurocastle generated an FFO return on average invested
common equity of 12.5% for the quarter, and 12.7% for the nine months, ended 30 September 2005. As of
30 September 2005, the Company’s shareholders’ equity was €306.2 million or €12.65 per outstanding share,
as compared to €203.3 million, or €11.01 per outstanding share, as of 30 September 2004.

Eurocastle’s core business strategy is to invest in and manage a diverse portfolio consisting primarily of
European credit-leased real estate and European real estate related debt. Based on current opportunities, we
see the increased emphasis on investment in the credit-leased real estate side of our business continuing. The
Company’s objective is to deliver stable and growing dividends and attractive risk-adjusted returns to
shareholders by optimizing the difference between the yield on investments and the cost of financing these
investments. Since Eurocastie’s IPO in June 2004, the Company’s annualized dividend to shareholders has
increased by approximately 23% from €1.20 to €1.48 per share.

Eurocastle was very active on the investment side during the third quarter and has built a strong pipeline of
accretive investments for the near term. Substantially all of the proceeds from Eurocastle’s equity capital
raise in June 2005 have been invested or committed to investment. Accordingly, Eurocastie expects to be
back shortly to raise additional capital.

Third Quarter 2005 Dividend

Eurocastle aims to pay out substantially all of its funds from operations in the form of quarterly dividends to
shareholders. On 18 October 2005, the Board of Directors declared a dividend of €0.37 per share for the
quarter ended 30 September, an increase of €0.02 per share from the prior quarter. The record date for this
increased dividend was 28 October 2005 and the payment date is 11 November 2005.




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CHAIRMAN'’S STATEMENT (cont’d)

Investment Activity
Credit-Leased Real Estate Investment Portfolio

Eurocastle has made significant progress in growing its European credit-leased real estate investment
portfolio, which comprises investment properties and real estate fund units. During the third quarter, the
Company purchased approximately €254 million of credit leased real estate investments in Germany and
Italy. These purchases, which are described below, brought directly or indirectly Eurocastle’s total credit-
leased real estate investments to €580 million at 30 September 2005, or 31% of the Company’s total
investment portfolio.

i) Investment Properties

During the third quarter, the Company purchased 30 recently developed German retail stores for
approximately €79 million. The stores are well-located throughout Germany and are leased on a long-term
basis to a number of leading German grocery retailers. In addition, Eurocastle has agreed to acquire or
received letters of intent from vendors to sell 47 other German retail properties for approximately €134
million. These transactions are expected to close in the fourth quarter 2005, increasing Eurocastle’s credit-
leased real estate investment portfolio to approximately €700 million.

i) Real Estate Fund Units

In July 2005, Eurocastle purchased a €175 million interest (net of accrued income) in a real estate investment
fund that owns a portfolio of 394 properties in Italy. The properties are 100% occupied under long-term
lease agreements with Italian government agencies.

Real Estate Debt Portfolio

In the nine months ended 30 September 2005, Eurocastle purchased approximately €391 millien of real
estate related securities and €77 million of real estate related loans, with approximately €240 million in face
amount of real estate related securities and real estate loans having been purchased during the quarter ended
30 September 2005. The securities purchased during the quarter had an average credit rating of BBB and an
average credit spread above Euribor of 1.15%. Purchases of CMBS in the third quarter amounted to €66.6
million, with an average spread of 1.19% and average rating of BBB. RMBS purchases in the third quarter
amounted to €84.0 million, with an average spread of 0.87% and average rating of BBB+. Other ABS
purchases in the third quarter amounted to €35.5 million, with an average spread of 1.78% and average rating
of BB+. Real estate related loans purchased amounted to £53.5 million with an average spread of 2.66%.

After allowing for sales of securities and principal redemptions, the net increase in face amount of real estate
related securities and real estate related loans during the third quarter was €155.7 million, raising the amount
of these investments from €1.1 billion at the last quarter end to approximately €1.3 billion at 30 September
2005, an increase of approximately 14%.

The European real estate debt markets remain strong with record-level new issuances. The Company expects
this growth to continue to provide significant accretive investment opportunities in real estate related debt,
Attractive opportunities to invest in the B-Note and mezzanine loan markets are increasing as this market
expands in Europe and we were able to grow the portfolio of these loans by 111% in the third quarter.
Eurocastle has developed a robust pipeline of these securities and loan investments for the near term.




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CHAIRMAN'S STATEMENT (cont’d)

Capital Markets

During the second quarter, Eurocastle successfully completed a public offering of 5,740,000 shares resulting
in gross proceeds to the Company of approximately €99 million (net proceeds €95 million).

On 14 July 2005, Eurocastle established a €400 million three year extendable revolving credit facility. This
facility was used to refinance a significant part of the portfolio previously financed under short-term
repurchase agreements, and is being used to acquire further real estate debt. At 30 September 2005,
approximately €161.9 million had been drawn under this facility.

During the third quarter, Eurocastle financed its credit-leased real estate investment purchases with fixed rate
term loans, which has eliminated exposure to increased interest rates. This is consistent with our objective of
locking in the spread between the yield on our investments and the cost of financing those investments.

Investment Portfolio
Credit-Leased Real Estate Investment Portfolio

As of 30 September 2005, Eurocastle owned an approximately €580 million portfolio of credit-leased real
estate investments, comprising investment properties of €398 million and real estate fund units of €182
million. This portfolio represents 30% of the Company’s total assets.

i) Investment Properties

The credit-leased real estate portfolio included €318 million of German bank properties purchased in
December 2004 and €80 million of German retail stores.” The German bank investment consists of 96
properties, or approximately 295,000 square meters of office space, which is leased primarily to Deutsche
Bank for an average of 6.4 years. Since acquiring the portfolio in December 2004, Eurocastle has added 16
new leases, bringing the total occupancy of this portfolio to approximately 76%. The Company also owns 30
recently developed German retail properties. These properties are located in popular sites throughout
Germany and are leased to some of the country's largest grocery retailers for an average term of
approximately 11 years.

i) Real Estate Fund Units

Eurocastle has a €182 million interest in a real estate investment fund that owns a portfolio of 394 Italian
properties. The properties are let to Italian government agencies. The original term of the Lease Agreement
is 9 years, automatically renewable for a further 9 years. The properties have a total occupancy of 100%.

Real Estate Debt Portfolio

As of 30 September 2005, Eurocastle’s total real estate debt portfolio of approximately €1.3 billion, which
represents approximately 68% of the Company’s total assets, included €604.8 million of CMBS, €574.2
million of other asset backed securities, €99.6 million of loans and €24.7 million of cash held pending
investment in additional real estate related debt. The real estate debt portfolio is well diversified with 106
securities and loans and an average life of approximately 4.06 years; approximately 96% of the portfolio
comprises floating-rate securities. The portfolio is geographically diversified with direct exposures of 52%
in the UK, 13% in Italy, 13% in Germany, 11% Pan European and 5% in France. The average credit quality
of the securities portfolio is BBB+ and approximately 92% of the securities are rated investment grade. The
portfolic’s weighted average credit spread was approximately 1.95% as of 30 September 2005.




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CHAIRMAN’S STATEMENT (cont’d)

Eurocastle’s real estate debt portfolio has continued to perform well. As of 30 September 2005, none of the
Company’s securities or loans have defaulted, and there have been no principal losses to date. Eurocastle
continues to seek investments that will generate superior risk-adjusted returns with a long-term objective of
capital preservation and earnings stability in varying interest rate and credit cycles.

About Eurocastle

Eurocastle Investment Limited is a Euro-denominated Guernsey closed-end investment company listed on
the London Stock Exchange as a property investment company. The Company invests in and manages a
diverse portfolio consisting primarily of European credit-leased real estate and real estate related debt.
Eurocastle is managed by Fortress Investment Group LLC, a global alternative investment and asset
management firm with approximately US$15 billion of equity capital currently under management. For
more information regarding Eurocastle and to be added to our email distribution list, please visit
www.eurocastleinv.com. '

Conference Call

Management will conduct a conference call on Wednesday, 2 November 2005 to.review the Company's
financial results for the quarter ended 30 September 2005. The conference call is scheduled for 1:00 P.M.
London time (8:00° A.M. New York time). All interested parties are welcome to participate on the live
call. You can access the conference call by dialing +1-866-323-3742 (from within the U.S.) or +1-706-643-
0550 (from outside of the U.S.) ten minutes prior to the scheduled start of the call; please reference
“Eurocastle Third Quarter Earnings Call.”

For those who are not available to listei to the live call, a réplay will be available until 11:59 P.M. New York
time on 18 November 2005 by dialing +1-800-642-1687 (from within the U.S.) or +1 706 645-9291 (from
outside of the U.S.); please reference access code “1596968.”




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

INDEPENDENT REVIEW REPORT TO EUROCASTLE INVESTMENT LIMITED

Introduction

We have been instructed by the Company to review the financial information for the nine months ended 30
September -2005 which comprises Consolidated Income Statements, Consolidated Balance Sheets,
Consolidated Statements of Cash Flows, Consolidated Statements of Changes in Equity and the related notes
1 to 18. We have read the other information contained in the interim report and considered whether it
contains any apparent misstatements or material inconsistencies with the financial information.

This report is made solely to the Company in accordance with guidance coatained in Bulletin 1999/4
‘Review of interim financial information’ issued by the United Kingdom Auditing Practices Board. To the
fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Company,
for our work, for this report, or for the conclusions we have formed.

Directors’ responsibilities

The interim report, including the financial information contained therein, is the responsibility of, and has
been approved by the directors. The directors are responsible for preparing the interim report in accordance
with the Listing Rules of the Financial Services Authority which require that the accounting policies and
presentation applied to interim figures should be consistent with those applied in preparing the preceding
annual accounts except where any changes, and the reasons for them, are disclosed.

Review work performed

We conducted our review in accordance with guidance contained in Bulletin 1994/4 ‘Review of interim
financial information’ issued by the Auditing Practices Board for use in the United Kingdom. A review
consists principally of making enquiries of group management and applying analytical procedures to the
financial information ‘and underlying financial data, and based thereon, assessing whether the accounting
policies and presentation have been consistently applied, unless otherwise disclosed. A review excludes
audit procedures such as tests of controls and verification of assets, liabilities and transactions. It is
substantially less in scope than an audit performed in accordance with United Kingdom Auditing Standards
and therefore provides a lower level of assurance than an audit. Accordingly we do not express an audit
opinion on the financial information.

Review conclusion

On the ‘basis of our review we are not aware of any material modifications that should be made to the
financial information as presented for the nine months ended 30 September 2005.

Ernst & Young LLP
London

01 November 2005




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED INCOME STATEMENT

Unaudited Unaudited Unaudited Unaudited
Three Months  Nine Months  Three Months  Nine Months
: Ended . Ended Ended Ended
30 September 30 September 30 September 30 September
Notes 2008 2005 2004 2004
€'000 €000 €000 €000
Operating income
- Interest income 16,970 47,408 9,020 11,784
Rental income 6,408 19,063 - -
Unrealised gain on securities
portfolio contract - - 84 4,140
Real estate fund unit interest
income 3,607 3,607 - -
Realised gain on disposal of - :
available-for-sale securities 380 2,233 - -
Realised gain on disposal of
investment properties 731 731 - -
(Decrease)/Increase in fair value
of investment properties (68) 445 - -
Increase in fair value of real
estate fund unit 7,122 7,122 - -
Increase in fair value of total
retum swap 428 428 - -
Total operating income 35,578 81,037 9,104 15,924
Operating expenses
Interest expense 14,876 40,371 4,512 6,320
Losses on foreign currency
contracts/currency translation 314 1,473 230 280
Property expenses : 917 2,120 - -
Other operating expenses 3 2,529 6,629 1,179 2,354
Total operating expenses 18,636 50,593 5,921 8,954
Profit on ordinary activities
before taxation ' 16,942 30,444 3,183 6,970
Taxation expense 4 590 877 - -
Net profit after taxation 16,352 29,567 3,183 6,970
Earnings per ordinary share
.(adjusted for share consolidation)
Basic 14 0.68 1.45 0.17 0.49
Diluted 14 0.65 1.39 0.17 0.49
Weighted average ordinary shares
outstanding (adjusted for share
consolidation)
Basic 15 24,209,670 20,443,707 18,463,670 14,140,801
Diluted 15 - 25,046,485 21,206,023 18,943,733 14,302,043

See notes to the consolidated interim financial statements




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

Unaudited
Notes 30 September 2005 31 December 2004
€°000 €°000
Assets
Cash and cash equivalents 17,500 10,293
Restricted cash’ 1,879 2,812
Asset backed securities, available-for-
sale (includes cash to be invested) 5 1,143,354 796,522
Asset backed securities pledged under
repurchase agreements S 60,398 467,962
Real estate related loans 6 - 63,328 21,938
Real estate related loans pledged under
repurchase agreements 6 36,304 -
Real estate fund units 8 181,992 -
Investment property 9 398,042 318,514
Other assets 7 24,937 9,578
Total assets 1,927,734 1,627,619
Equity and Liabilities
Capital and Reserves
Issued capital, no par value, unlimited
number of shares authorised, 24,209,670
shares issued and outstanding at 30
September 2005 15 286,814 192,309
Net unrealised gain on available-for-sale
securities 5 7,070 - 6,604
Hedging reserve 5,16 (5,976) 713
Accumulated profit 17,309 6,394
Other reserves 15 1,020 400
Total equity 306,237 206,420
Minority Interests 2 2
'Liabilities
CDO bonds payable 10 - 863,055 347,877
Bank borrowings 11 602,463 608,849
Repurchase agreements 12 84,763 197,584
Taxation payable 4 877 . -
Trade and other payables 13 70,337 266,887
Total liabilities 1,621,495 1,421,197
Tota) equity and liabilities 1,927,734 1,627,619

See notes to the consolidated interim financial statements




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS

Unaudited Unaudited
Nine Months to Nine Months to
30 September 2005 30 September 2004
€000 €000
Cash Flows From Operating Activities’ ‘
Net profit before taxation , 30,444 6,970
Adjustments for:
Gain on disposal of investment properties ' 730 -
Unrealised {gain)/loss on foreign currency contracts (106) (918)
Accretion of discounts on securities ' (3,561) (480)
Amortisation of borrowing costs (382) 121
Gain on disposal of available-for-sale securities (2,233) -
Shares granted to Directors 108 72
Gain on revaluation of real estate fund units : (7,122) -
Revaluation (gain) on investment properties (445) -
Net change in operating assets and liabilities:
Decrease/(Increase) in restricted cash 933 - (2,273)
Increase in other assets _ (15,966) (5,591)
Increase in trade and other payables 51,525 10,930
Net cash flows used in operating activities 52,464 8,831
Cash Flows From Investing Activities
Securities portfolio contract deposit - (59,000)
Repayment of securities portfolio contract deposit - 119,388
Repayment of security principal - ' - 9,106
Additions to investment property . (79,542) -
Proceeds from disposal of investment property 1,190 -
Acquisition of real estate fund units (174,870} -
Net purchase of available-for-sale securities/loans . (392,494) (866,044)
Proceeds from sale of available-for-sale-securities : 127,741 -
Net cash flows used in investing activities (517,975) (796,550)
Cash Flows From Financing Activities
Proceeds of issuance of ordinary shares . 99,015 138,488
Costs related to issuance of ordinary shares (3,998) (4,745)
Proceeds from issuance of bonds ' 520,083 351,000
Costs related to issuance of bonds _ (4,523} (3,342
Borrowings under repurchase agreements (112,821) 146,683
Repayments under warehouse borrowing facility (350,843) 159,564
Net movement of bank borrowings : 344,457 -
Dividends paid to shareholders - (18,652) -
Net cash flows from financing activities ' 472,718 787,648
Net Increase/(Decrease) in Cash and Cash
Equivalents - 7,207 an
Cash and Cash Equivalents, Beginning of Period 10,293 1,690
1,619

Cash and _Cash Equivalents, End of Period _ 17,500

10




EUROCASTLE ]NVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Ordinary
Shares ] Net
{adjusted for Unrealised
share Share . Other Gains/ Hedging Accumulated Total
consolidation)  Capital Reserves _(Losses) Reserves  Profit (Loss) Equity
: €000 €000 €000 €000 €'000 €'000
At 1 January 2004 (as - :
previously reported) 11,857,670 59,027 . - - (98) 58,929
Effect of adopting IFRS 2 - - 200 - - - 200
Costs related to issuance
of shares on [PO - (200) - : - - - (200)
At 1 January 2004 ’
(restated) ) 11,857,670 58,827 200 - - (98) 58,929
Second capital call'on
existing shares - 59,288 - - - - 59,288
- Issuanice of ordinary .
shares on IPO 6,600,000 79,200 - - - - 79,200
Effect of adoption of
IFRS 2 - fair value of
share options - - 200 - - “ 200
Costs related to issuance
of ordinary shares on [PO -
(including €200k relating
to adoption of [FRS 2) - (4,945) - - - (4,945)
Issuance of ordinary . '
shares to Directors 6,000 72 - - - - 7
Net unreatised loss on
available for sale
securities - - - 3,601 - - 3,601
Net profit - - - - 6,970 6,970
At 30 Septeraber 2004
(restated) (unaudited) 18,463,670 192,442 400 3,601 - 6,872 203315
At 1 October 2004 i . .
(restated) : 18,463,670 192,442 400 - 3,601 - 6,872 203,315
Costs related to issuance . . :
of ordinary shares on IPO - (133) ) - - - - (133)
Net unrealised gain on ' .
available for sale
securities - - - 3,003 - N 3,003
Net unrealised gain on : )
hedge instruments : - - - - 713 - 713
Net gains not recognised .
in the income statement - - 400 6,604 713 - 7,717
Net profit for the period - - - - - 5,159 5,159
Total income and expense
for the year ‘ - - 400 6,604 713 12,031 19,748
Dividends paid - - - ' - - (5,539) (5,539)

At 31 December 2004 .
(restated) 18,463,670 192,309 400 6,604 713 6,394 206,420




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY (cont'd)

‘Ordinary
Shares : . Net
(adjusted for Unrealised :
share Share Other Gains/ Hedging Accumulated Total
consolidation) Capital Reserves (Losses) Reserves Profit (Loss) Equity
€000 €000 €'000 €000 €000 €000
At 1 January 2005 18,463,670 192,309 400 6,604 713 6,394 206,420
Net unrealised -
gain on available- '
for-sale'securities - - 2,247 - - 2,247
Issuance of shares . .
— June 2005 5,740,000 99,015 - - - - 99,015
Costs related to
issue of shares — :
June 2005 - (3,998) - - - - (3,99%)
Issuance of :
ordinary shares to )
Directors 6,000 108 - ) - - - 108
Realised losses -
reclassified to the .
income statement - - 2 - - 2
Realised gains -
reclassified to the )
income statement - - (1,783) - - (1,783)

Net unrealised . -

loss on hedge

instruments - - i . (6,689) - (6,689)
Cost related to '

issue of options on

follow on share

issue - (620) 620 - - - -

Net gains not
recognised in the :
income statement - - 1,020 7.070 (5,976} - 2,114

Net profit for the B .
period - - - - 29,567 29,567

Total income and -
expense for the o
_period - - 466 (6,689) 29,567 23,344

Dividends paid .
and declared : - - - - - (18,652) (18,652)

At 30 September ’
2005 (unaudited) 24,209,670 286,814 1,020 7,070 (5,976) 17,309 306,237
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. BACKGROUND

Eurocastle Investment Limited (the “Company®’) was incorporated in Guernsey, Channel Islands on 8 August
2003 and commenced its operations on 21 October 2003. Eurocastle Investment Limited is a Euro
denominated Guernsey closed-end investment company listed on the London Stock Exchange as a property
investment company. The principal activities of the Company include the investing in, financing and
managing of European real estate securities, other European asset backed securities, and other European real
estate related assets. ' .

The Company is externally managed by its manager, Fortress Investment Group LLC (the “Manager”). The
Company has entered into a management agreement (the “Management Agreement”) under which the
Manager advises the Company on various aspects of its business and manages its day-to-day operations,
subject to the supervision of the Company’s Board of Directors. The Company has no direct employees. For
its services, the Manager receives an annual management fee (which includes a reimbursement for expenses)
and incentive compensation, as described in the Management Agreement. The Company has no ownership
interest in the Manager.

In October 2003, the Company issued 118,576,700 ordinary shares through a private offering to qualified
investors at a price of €1 per share. Pursuant to a written resolution of the Company dated 18 June 2004, the
shareholders resolved to receive one share in exchange for every ten shares previously held by them.
Immediately following this resolution, the Manager and its employees held 1,356,870 ordinary shares. In
June 2004, the Company issued 6,600,000 ordinary shares in its initial public offering at a price of €12.00
per share, for net proceeds of €74.3 million. In June 2005 the Company completed a secondary public
offering issuing 5,740,000 ordinary shares at a price of €17.25 per share, for net proceeds of €95.0 million.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Statement of Compliance

The consolidated financial statements of the Company have been prepared in accordance with International
Financial Reporting Standards (IFRS). The financial statements are prepared in accordance with IAS 34
“Interim Financial Statements.” In preparing interim financial statements, the accounting principles applied
reflect the amendments to IAS and the adoption of new IFRS which became effective from 1 January 2005.
Other than in respect of these changes, explained further below, the interim financial statements have been
prepared under the same accounting principles and methods of computation as in the financial statements as
at 31 December 2004 and for the year then ended. The consolidated financial statements are presented in
euros, the functional currency of the Company, because the Company conducts its business predominantly in
€uros. :

The changes to IFRS effective 1 January 2005 have had the following impact on the Company’s consolidated
interim financial statements: o

IFRS 2 “Share-based payments” — Share options granted in 2003 and 2004 for the purpose of
compensating the Manager for its successful efforts in raising capital for the Company have been
accounted for at the fair value on grant date. The fair values of such options at the date of grant have
been debited to equity as the costs of issuance of ordinary shares with corresponding increases in other
Teserves.




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

IAS 39 Financial Instruments: Recognition and Measurement - Asset backed securities, available for sale
at fair value of €60 million (31 December 2004: €468.0 million) and real estate loans of €36 million (31
December 2004: nil) have been pledged to third parties in sale and repurchase agreements. In
accordance with the revisions to IAS 39 these securities have been reclassified as pledged securities and
loans in the balance sheet.

Both of the above changes in the accounting policies have been made in accordance with the provisions of
IAS 8, Accounting Policies, Changes in Accounting Estimates and Errors with the corresponding
adjustments reflected in the prior period comparatives.

Basis of Preparation

The consolidated financial statements are prepared on a fair value basis for derivative financial instruments,
investment property, financial assets and liabilities held for trading, and available-for-sale assets. Other
financial assets and liabilities and non-financial assets and liabilities are stated at amortised or historical cost.

Basis of Consolidation

The consolidated financial statements comprise the financial statements of Eurocastle Investment Limited
and its subsidiaries for the nine months ended 30 September 2005. Subsidiaries are consolidated from the
date on which control is transferred to the Company and cease to be consolidated from the date on which
control is transferred from the Company.

At 30 September 2005, the Company’s subsidiaries consisted of Eurocastle Funding Limited (“EFL”),
Eurocastle CDO [ PLC (“CDO I”), Eurocastle CDO 11 PLC (“CDO II""), Eurocastle CDO III PLC (“CDO
HI”) and Eurocastle CDO IV PLC (“CDO IV*), all limited companies incorporated in Ireland. The ordinary
share capital of EFL is held by outside parties and has no associated voting rights. The Company retains
control over EFL as the sole beneficial holder of secured notes issued by EFL. In accordance with the
Standing Interpretations Committee Interpretation 12 Consolidation — Special Purpose Entities, the Company
consolidates- CDO I, CDO I, CDO III and CDO IV as it retains control over these entities and retains the
residual risks of ownership of these entities.

Eurocastie acquired its German bank branch and office portfolio of investment properties through two
German limited liability companies, Longwave Acquisition GmbH (“Longwave”) and Shortwave
Acquisition GmbH (“Shortwave™) which are held through two Luxembourg companies (Eurobarbican and
Luxgate), set up as sociétés 4 responsabilité limitée. Longwave and Shortwave each own German companies
which have been used to hold one or several of the investment properties. These companies were established
as special purpose vehicles limited to holding the single or multiple real estate investment properties acquired
at the end of December 2004. Longwave has 60 subsidiaries and Shortwave has 2 subsidiaries. Luxgate
owns all of the ordinary share capital of Eurobarbican which in turn owns all of the share capital of
Longwave and Shortwave.

Eurocastle acquired retail property in Germany through two German partnerships Bastion Gmbh & Co. KG
(“Bastion”) and Belfry Gmbh & Co. KG (“Belfry”). These two partmerships hold 9 and 21 assets
respectively as at 30 September 2005. Each of the two German partnerships are 100% owned by two
Luxembourg limited partners set up as sociétés 4 responsabilité limitée (Sarl), each such pair being held fully
by a further Luxembourg Sarl, which in turn is 100% owned by Eurocastle’s principal direct real estate
holding entity, Luxgate Sarl, a subsidiary of Eurocastle Investment Limited.

Eurocastle’s investment in real estate fund units are held by Finial Sarl, a Luxembourg limited company,
which is 100% owned by Luxgate Sarl.




EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)
Financial Instruments

Classification

Financial assets and liabilities measured at fair value through the profit and loss account are those
instruments that the Company principally holds for the purpose of short-term profit taking. These include
securities portfolio contracts, total return swaps, real estate fund units and forward foreign exchange
contracts that are not designated as effective hedging instruments.

Available-for-sale assets are financial assets that are not classified as held for trading purposes, loans and
advances, or held to maturity. Available-for-sale instruments include real estate and other asset backed
securities.

Recognition

The Company recognises financial assets held for trading and available-for-sale assets on the date it commits
to purchase the assets (trade date). From this date any gains and losses arising from changes in the fair value
of the assets are recognised.

A financial liability is recognised on the date the Company becomes party to contractual provisions of the
instrument.

Measurement

Financial instruments are measured initially at fair value plus, in the case of a financial asset or liability not
measured at fair value through profit and loss, transaction costs that are directly attributable to the acquisition
or issue of the financial asset or financial liability.

Subsequent toinitial recognition all trading instruments and available for sale assets are carried at fair value.

All financial assets other than trading instruments and available-for-sale assets are measured at amortised
cost less impairment losses. Amortised cost is calculated on the effective interest rate method. Premiums
and discounts, .including initial transaction costs, are included in the carrying amount of the related
instrument and amortised based on the effective interest rate of the instrument. '

Fair value measurement principles

The fair value of financial instruments is based on their quoted market price at the balance sheet date without
any deduction for transaction costs. If a quoted market price is not available, the fair value of the instrument
is estimated using pricing models or discounted cash flow techniques, as applicable.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s
best estimates and the discount rate is a market related rate at the balance sheet date for an instrument with
similar terms and conditions. Where pricing models are used, inputs are based on market related measures at
the balance sheet date.

The fair value of derivatives that are not exchange traded is estimated at the amount that the Company would

receive or pay to terminate the contract at the balance sheet date taking into account current market
conditions and the current creditworthiness of the counterparties.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

Gains and losses on subsequent measurement

Gains and losses arising from a change in the fair value of trading instruments are recognised directly in the
income statement. Gains.and losses arising from a change in the fair value of available-for-sale securities are
recognised directly in equity until the investment is derecognised (sold, cellected, or otherwise disposed of)
or impaired, at which time the cumulative gain or loss previously recognised in equity is included in the
income statement for the period.

Derecognition

A financial asset is derecognised when the Company loses control over the contractual rights that comprise
that asset. This occurs when the rights are realised, expire or are surrendered. A financial liability is
derecognised when it is extinguished. :

Assets held for trading and available-for-sale assets that are sold are derecognised and corresponding
receivables from the buyer for the payment are recognised as of the date the Company commits to sell the
assets. The Company uses the specific identification method to determine the gain or loss on derecognition.

Impairment

The Company assesses at each balance sheet date whether there is objective evidence that a financial asset or
group of financial assets is impaired. A financial asset or a group of financial assets is impaired and
impairment losses are incurred if, and only if, there is objective evidence of impairment as a result of one or
more events that occurred after the initial recognition of the asset (a ‘loss event’) and that loss event (or
events) has an impact on the estimated future cash flows of the financial asset or group of financial assets
that can be reliably estimated. ‘

In the case of financial assets classified as available-for-sale, a significant or prolonged decline in the fair
value of the security below its cost is considered in determining whether the assets are impaired. If any such
evidence exists for available-for-sale financial assets, the cumulative loss — measured as the difference
between the acquisition cost and the current fair value, less any impairment loss on that financial asset
previously recognised in profit or loss — is removed from equity and recognised in the income statement.

Impairment losses recognised in the income statement on securities and loans are not reversed through the
income statement. Subsequent increases in the fair values of debt instruments classified as available-for-sale,
which can be objectively related to an event occurring after previous impairment losses have been recognised
in the income statement, are recorded in the income statement. Such reversals are then taken through the
income statement only to the extent previous impairment losses have been taken through the income
statement.

Hedge accounting

Where there is a hedging relationship between a derivative instrument and a related item being hedged, the
hedging instrument is measured at fair value.

Where a derivative financial instrument hedges the exposure to variability in the cash flows of recognised
assets or liabilities, the effective part of any gain or loss on re-measurement of the hedging instrument is
recognised directly in equity. The ineffective part of any gain or loss is recognised in the income statement.

The gains or losses that are recognised in equity are transferred to the income statement in the same period in
which the hedged items affect the net profit and loss.




EURQCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)
Repurchase Agreements |

Securities and real estate loans subject to repurchase agreements are reclassified in the financial statements as
pledged assets when the transferee has the right by contract or custom to sell or repledge the collateral. The
counterparty liabilities have been classified as repurchase agreements.

Cash and Cash Equivalents

Cash and cash equivalents comprise cash at banks and in hand and short-term deposits with an original
maturity of three months or less.

Restricted Cash

Restricted cash comprises margin account balances held by derivative counterparties as collateral for forward
foreign exchange contracts, as well as cash held by the trustees of CDO I, II and III securitisations as a
reserve for future trustee expenses. As such; these funds are not available for use by the Group.

Investment Properties

Investment properties comprise land and buildings. In accordance with IAS 40, property held to eam rentals
and/or for capital appreciation is categorised as investment property. Investment property is initially
recognised at cost, being the fair value of the consideration given, including real estate transfer taxes,
professional advisory fees and other acquisition costs. After initial recognition, investment properties are
measured at fair value, with unrealised gains and losses recognised in the consolidated income statement.

The value of investment properties incorporates five properties which are held by the Company under
finance or operating leases. An associated liability is recognised at an amount equal to the fair value of the
leased property or, if lower, the present value of the minimum lease payments, determined at the inception of
the lease.

Fair values for all investment properties have been determined by reference to the existing rental income and
operating expenses for each property and the current market conditions in each geographical market. Fair
values also incorporate current valuation assumptions which are considered reasonable and supportable by
willing and knowledgeable parties.

Real Estate Fund Units.

Real estate fund. units are recorded at fair value in the consolidated balance sheet, with any change in fair
value recognised in the consolidated income statement. The interest income is recognized in the income
statement as it accrues, taking into account the effective yield of the real estate fund units.

Deferred Financing Costs

Deferred financing costs represent costs associated with the issuance of financings and are amortised over the
term of such financing using the effective interest rate method.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

Interest-Bearing Loans and Borrowings

All loans and borrowings, including the Company’s repurchase agreements, are initially recognised at fair
value, being the fair value of consideration received, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any difference between proceeds net of transaction costs and the
redemption value is recognised in the income statement over the period of the borrowings using the effective
interest method.

Minority Interests
Minority interests represent interests held by outside parties in the Company’s consolidated subsidiaries.
Revenue Recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow to the Company
and the revenue can be reliably measured.

Interest income and expenses are recognised in the income statement as they accrue, taking into account the
effective yield of the asset/liability or an applicable floating rate. Interest income and expense include the
amortisation of any discount or premium or other differences between the initial carrying amount of an
interest bearing instrument and its amount at maturity calculated on an effective interest rate basis.

Rental income is recognised on an accruals basis.

Income Tax

The Company is a Guernsey, Channel I[slands limited company and is not subject to taxation. The
company’s subsidiaries, EFL, CDO I, CDO II, CDO III and CDO IV are Irish registered companies and are
structured to qualify as securitisation companies under section 110 of the Taxes Consolidation Act 1997. It
is envisaged that these companies will generate minimal net income for Irish income tax purposes and no
provision for income taxes has been'made for these companies. .

The Company’s German subsidiary companies, Longwave and Shortwave, are subject to German income tax
on income arising from its investment properties, after the deduction of allowable debt financing costs and
other allowable expenses. The taxation accrual for the nine months ended 30 September 2005 relates to
these subsidiaries. '

" The German subsidiaries Bastion GmbH & Co KG and Belfry GmbH & Co KG are also subject to German
income tax on rental income net of interest and other expense deductions. No taxable income has been

generated in these entities and therefore no tax accrual has been made for the nine months ended 30
September 2005.

Foreign Currency Translation

The functional and presentation currency of the Company and its subsidiaries is the euro. Transactions in
foreign currencies are initially recorded in the functional currency rate of exchange ruling at the date of the
transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at the
functional currency rate of exchange ruling at the balance sheet date. All differences are taken to the
consolidated income statement. Non-monetary items that are measured in terms of historical cost in a
foreign currency are translated using the exchange rate as at the date of initial transaction. Non-monetary
items measured at fair value in a foreign currency are translated using the exchange rates at the date when the
fair value was determined.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

Share-Based Payments

Share-based payments are accounted for based on their fair value on grant date. In accordance with the
transitional provisions of IFRS 2, Share-Based Payment the Company has restated the comparative
information by way ‘of adjusting the opening balance of equity for earlier periods. The effect of the
transitional provisions is in compliance with IAS 8, Accounting Policies, Changes in Accounting Estimates
and Errors.

3. OTHER OPERATING EXPENSES

Unaudited Unaudited - Unaudited Unaudited

Three Months to _ Nine Months to Three Months to Nine Months to

30 September 2005 30 September 2005 - 30 September 2004 30 September 2004

€'000 €000 €000 €000

Professional fees 353 1,149 - ’ 217 614
Management fees 1,088 2,537 729 1,370
Incentive fees 1,008 2,463 - -
Other . 80 . 480 233 370
' 2,529 6,629 1,179 2,354

4. TAXATION EXPENSE

The taxation expense for the nine months ended 30 September 2005 relates to the Company’s German
subsidiary companies as described in Note 2. The tax charge on Longwave and Shortwave is based on
German tax on income arising from its investiment properties, after the deduction of allowable debt financing
costs and other. allowable expenses, and includes tax on the gain arising from the disposal of a property
during the period. Bastion and Belfry are subject to German income tax on rental income net of interest and
other expense deductions. No taxable income has been generated in these entities and therefore no tax
acerual has been made for the nine months ended 30 September 2005,
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

S. AVAILABLE-FOR-SALE SECURITIES.

The following is a2 summary of the Company’s available-for-sale securities at 30 September 2005.

. " Gross Unrealised Weighted Average
Current
Face Amortised Carrying S&p : Maturity
Amount Cost Basis Gains Losses Value Rating  Coupon _ Yield (Years)
€000 €000 €000 €000 €000
Portfolio I
CMBS 161,781 161,671 1,992 (36) 163,627 BBB 395%  399% 3458
Other ABS 230,319 230,706 2,955  (147) 233,514  BBB+  4.04% _ 4.07% 3.75
: 392,100 392,377 4,947 (183) 397,141 _ BBB+ __ 4.00% _ 4.04% 3.63

Portfolio I1 ‘
CMBS 132,185 132,009 578 (476) 132,111 BBB 3.58% 3.63% 5.21
Other ABS 145,198 145,541 509 (454) 145,596 BBB 3.54% 3.49% 5.17

. 277,383 277,550 1,087 (930) 277,707 BBB 3.56% 3.56% 5.19
Portfolio ITX .
CMBS 128,135 128,249 975 (163) 129,061 BBB- 4,20% 4.20% 4.78
Other ABS 152,913 152,715 1,267 (169) 153,813 BBB+ 389%  4.08% 3.50

. 281,048 280,964 2,242 (332) 282,874 _ BBB 1.03% _ 4.14% 4.08
Portfolio IV )
CMBS ) 120,249 119,374 290 (58) 119,606 BBB+ 3.78% 3.99% 4.10
Other ABS 41,173 41,295 146 (116) 41,325 BBB 3.62% 3.52% 6.09

161,422 160,669 436 (174) 160,931  BBB+ _ 3.74% _ 3.87% __ 4.61

Total Portfolio . 1,111,953 L111560 _ 8712 (1,619) 1118653 BBB-___ 3.86% _ 3.92% __ 427

Other Securities o
CMBS ’ 60,493 60,421 82 (105) 60,398 AA 2.63%  2.78% 0.11
Other ABS - - - - . - - - -
60,493 60,421 82 (103) 60,398 AA 2.63% _2.78% 0.11
21,172,446 1,171,981 8,794  (1,724) 1,179.051 BBB+ _ 3.80% _ 3.86% _ 4.06
Restricted Cash - Casb to be Invested ‘ 24,701

Total Asset Backed Securities (inciuding cash to be

invested) (unaudited) 1,203,752

CMBS - Commercial Mortgage Backed Securities
Other ABS — Other Asset Backed Securities

The securities within Portfolio I, I and III are encumbered by CDO securitisations (Note 10).
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

Asset backed securities, available for sale at fair value of €60.4 million have been pledged to third parties in
sale and repurchase agreements. In accordance with the revisions to IAS 39 Financial Iostruments:
Recognition and Measurement, effective 1 January 2005, these securities have been reclassified as pledged

securities as follows:

Unaudited 31 December
30 September 2005 2004
. €000 €000

Asset backed securities, available for sale (includes cash to be
invested) ' 1,143,354 796,522
Asset backed securities pledged under repurchase agreements " 60,398 467,962
Total asset backed securities 1,203,752 1,264,484

Curnulative net unrealised gains on available for-sale-securities and hedge instruments recognised in the

‘statement of changes in equity were as follows:.

Unaundited 3} December
30 September 2005 2004
€000 €000
Unrealised gains on available-for-sale securities 8,794 7,833
Unrealised losses on available-for-sale securities (1,724) (1,229)
Unrealised (loss)/gain on hedge instruments (Note 16) (5,976) 713
1,094 7,317
6. REAL ESTATE LOANS
Gross .
Unrealised __ Weighted Average
Current
Face  Amortised Carrying S&P Maturity
Amount Cost Basis  Gains  Losses Value Rating  Coupon Yield  (Years)
€000 €000 €000 €000 €000
Real estate loans 100,165 99,632 - - 99,632 * 5.66%  5.70% 4.03

* Included in real estate loans are loans with a total current face amount of €39.8 million and with an average

rating of BB from Standard and Poors.

Real estate loans with a carrying value of €36.3 million have been pledged to third parties in sale and
repurchase agreements. In accordance with the revisions to IAS 39 Financial Instruments: Recognition and
Measurement, effective { January 2005, these loans have been reclassified as pledged assets as follows:

Upaudited 31 December

30 September 2005 2004

€000 €000

Real estate loans 63,328 21,938
Real estate loans pledged under repurchase agreements 36,304 :
Total real estate loans 99,632 21,938
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

7. OTHER ASSETS

Unaudited
30 September 2005 31 December 2004
€000 €000
Interest receivable 12,210 7,800
Rent receivable : 583 344
Deferred financing costs - 217
Prepaid expenses 396 227
Derivative assets 106 990
Unsettled security transactions 1,990 -
Fair value of total return swap (note 7.1) 428 -
Collateral deposit ~ total return swap’ 8,066 -
Other assets 1,158 -
24,937 9,578

Deferred financing costs represented costs associated with the issuance of a collateralised debt obligation and
were offset against the proceeds of the issuance. ‘

7.1 Total Return Swap

In August 2005, a subsidiary entered into a total return swap with a major investment bank, whereby it
-receives the stm of all interest (at an average of Sterling LIBOR + 5.50%) and any positive change in value
from a referenced term loan with an initial notional amount of £15 million, and pays interest (at Sterling
Overnight Interbank Average - "SONIA"} on the notional amount plus any negative change in value amounts
from such loan. The contract has been recorded as a Derivative Asset and is treated as a trading asset that is
not designated as an Effective Hedging Instrument for accounting purposes and is therefore marked to
market through profit and loss. Under the contract, the subsidiary is required to post an initial collateral
deposit equivalent to 36.7% of the notional amount and additional margin may be payable in the event of a
decline in the referenced term loan.

8. REAL ESTATE FUND UNITS

In July 2005, the Company purchased an €184 million interest in 1,450 Class A real estate fund units backed
by-a portfolio of 394 properties in Italy. The original term of the Lease Agreement is 9 years, automatically
renewable for a further 9 years, unless terminated by the' Agenzia del Demanio, with.a 12 month prior notice.
The properties have a total occupancy-of 100%.

EUR '000 (znaudited)

At 1 January 2005

Purchase of real estate fund units 184,150
Less unit distribution (9,280)
 Increase in fair value 7,122
At 30 September 2005 : 181,992
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

9. INVESTMENT PROPERTIES

The table below shows the items aggregated under investment property in the consolidated balance sheet:

EUR '000 (unaudited) Land & Buildings Leasehold Property Total
At 1 January 2005 303,480 15,034 318,514
Additions 79,542 - 79,542
Disposals (459) - 459)
Increase in fair value 389 56 445
At 30 September 2005 ) 382,952 15,090 398,042

The Company acquired 30 retail properties in the August and September 2005 at a cost of €79 million.
These assets are located mainly in medium sized regional towns in southern Germany and are 85% occupied
by national retailers on long term leases. The retail portfolio has a weighted average unexpired lease term of
10.9 years. The existing office portfolio consists of 96 office and banking hall assets located throughout
metropolitan and regional Germany, predominantly in western Germany. The office portfolio was acquired
from Deutsche Bank, which remains the largest tenant, occupying approximately 52% of the portfolio by
area.

In accordance with IAS 40, property held to earn rentals and/or for capital appreciation is categorised as
investment property. After initial recognition, investment properties are measured at fair value, with
unrealised gains and losses recognised in the Consolidated Income Statement. Fair values for the properties
acquired during the .period have been assessed by the company to be in line with the initial cost of the
properties including acquisition costs, and as such, no profit or loss arising from changes in value have been
brought to account in the current period. These values are supported by reference to comparable transactions
in the market.

Investment properties have been valued at fair value and are determined by reference to the existing rental
income and operating expenses for each property and the current market conditions in each geographical
market. These values are supported by an independent valuation.

The value of investment property incorporates five properties which are considered finance or operating
leases. As the Company has assumed substantially all the risks and rewards associated with these assets,
‘these have been treated as investment property under the IAS 17 and IAS 40. These properties have been
recognised at fair value in the same manner as frechold property. An associated liability representing the
present value of lease payments to the freehold owner has been included in the balance sheet.

During the quarter the Company disposed of a small parcel of land in the office portfolio to the occupying
tenant realising a profit on sale before tax of €0.7 million.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

10. BONDS PAYABLE
CDO Bonds
As at 30 September.2005 (unaudited)

Weighted Weighted

Current Face Carrying - Average Average
Amount Amount Cost of Maturity
Class Rating €000 €000 Financing (in years)
ABandC ~ AAA/AA/
Notes A 872,257 863,055 2.70 8.5

As at 31 December 2004

Weighted Weighted

Current Face Carrying Average Average

Amount Amount Cost of Maturity

Class Rating €000 €000 Financing. (in years)
Aand BNotes AAA/AA 351,000 347,877 2.78% 7.3

None of the CDO bonds are due to be repaid within one year of the balance sheet date.
11. BANK BORROWINGS

The bank borrowings comprises of:

Unaudited
30 September 2005 31 December 2004
€000 €000
Warehouse borrowing MNote 11.1) - 350,843
Term finance (Note 11.2) 592,067 . 244,006
Revolving credit facility (Note 11.3) - 14,000
Other short term financing ~ (Note 11.4) 10,396 , -
602,463 608,849

11.1 Warehouse Borrowings

In July 2004, through its subsidiaries CDO II and CDO III, the Company exercised its option to purchase
securities under the securities portfolio contract for an aggregate purchase price of approximately €77.5
million. The Company financed the purchase price through a revolving credit facility arrangement with a
major investment bank, whereby the securities purchased, along with subsequent securities acquired, were
. financed and held in a custody account by the bank. The Company used this credit facility as a means of
accumulating securities intended to be used in future securitisation transactions. The Company completed
the securitisation of CDO III on 28 April 2005 and the securitisation of CDO II on 5 May 2005. The
proceeds of the securitisation issues allowed the CDO 11 and CDO I warehouse borrowings to be repaid in
full during the period.

The terms of the credit facility provided for interest to be calculated with reference to floating rate
benchmarks (i.e. Euribor or Sterling Libor) plus 75 basis points.
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EURQCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

11.2 Term Financing
Real Estate Debt

On 14 July 2005, the Company through Eurocastle CDO IV PLC entered into a €400 million 3 year
extendable warehouse facility with a major UK bank in order to build and finance a portfolio of asset backed
securities and real estate related loans. The lender uses a rating agency CDO model to determine the level of
equity contribution the Company is required to make to support the portfolio from time to time. The facility
is secured over, inter alia, the collateral making up the portfolio. The margin payable to the lender depends
on the deemed rating levels of the portfolio as determined by the rating agency model. As at 30 September
2005, €169 million had been drawn under the facility at an interest rate of Euribor + 0.46% p.a.

Investment Properties

On 23 December 2004, in order to finance the acquisition of investment properties the Company’s
subsidiaries entered into a €246.5 million term loan facility with a major real estate lending bank. The facility
is secured in the customary manner for German real estate lending, granting security over, inter alia, all the
real estate purchased as well as over rental streams and bank accounts, The remaining term of the facility is
7.8 years with final maturity in April 2013. The interest rate on the loan is Euribor + 1.18% p.a, payable
quarterly. .

On 17 August 2005, in order to finance the Belfry Portfolio, the Company entered into a non-recourse €56.2
million ten year loan facility. The facility is secured in the customary manner for German real estate lending,
granting security over, inter alia, the real estate purchased as well as rent receivables, bank accounts and
shares in the Borrower. The loan is a fixed rate loan at 10 year Euribor swap rate plus a margin of 1.40%,
payable quarterly.

On 30 September 2005, in order to finance the Bastion Portfolio, the Company entered into a non-recourse
€26.5 million seven year loan facility, The facility is secured in the customary manner for German real estate
lending, granting security over, inter alia, the real estate purchased as well as rent receivables, bank accounts
and shares in the Borrower. The interest rate on the loan is Euribor + 1.20%, payable quarterly.

Real Estate Fund Units

On 22 July 2005, the Company entered into a non-recourse 13 year loan facility to finance its acquisition of
1,450 Class A Units in Fondo Immobili Pubblici. The facility is secured over, inter alia, the 1,450 Class A
Units, an assignment of receivables under the units, a pledge over bank accounts and over shares in the
Borrower. The interest rate on the loan is Euribor + 1.95%, payable semi-annually. On 21 October 2005, the
Company acquired a further 50 Class A Units through the same facility.

11.3 Revolving Credit Facility

In December. 2004, the Company entered into a revolving €35 million credit facility with Deutsche Bank as a
means of securing access to temporary working capital. The facility is secured by receivables flowing from
~CDO I, CDO I, CDO 1II and EFL and with security assignments of the Company’s rights under its
management agreement with Fortress Investment Group LLC. The facility contains a number of financial
covenants including a2 maximum leverage ratio and a minimum interest cover ratio. The interest rate on
"drawn amounts is Euribor + 2.5% p.a., while on undrawn amounts it is 0.5% p.a. The facility was increased
to €50 million on 26 May 2005.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

11.4 Other Short Term Financing

In'May 2005, in order to finance the participation in a loan made to SC Karanis in connection with the Coeur
Defense development in Paris, the Company entered into a full recourse €11.3 million one year loan facility.
The facility is backed by a security assignment over the financed asset. It also contains an obligation to
ensure that loan to value remains below 75%. The loan bears a rate of Euribor + 1.85%,

12. REPURCHASE AGREEMENTS

In 2004, the Company’s consolidated subsidiary EFL entered into a master repurchase agreement with
certain major investment banks to finance the purchase of available-for-sale securities. The obligations under
those agreements are guaranteed by the Company. The terms of the repurchase agreements provide for
interest to be calculated with reference to floating rate benchmarks (i.e. Euribor or Sterling Libor)} which
reset or roll monthly or quarterly, with the corresponding security coupon payment dates, plus an applicable
spread. ’

The Company’s carrying amount and weighted average financing cost of these repurchase agreements was
approximately €84.8 million and 2.60%, respectively at 30 September 2005.

13. TRAbE AND OTHER PAYABLES

Unaudited

30 September 2005 31 December 2004

€000 €000

Security deposit : 5,086 5,000
Unsettled security purchases ‘ 41,435 254,051
Interest payable 3,900 2,283
Due to affiliates — Manager 2,814 : 237
Derivative liabilities 5,976 -
Finance & operating lease payable 2,886 2,925
Accrued expenses & other payables 8,240 2,391
70,337 266,887
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

14. EARNINGS PER SHARE

Basic earnings per share is calculated by dividing net profit (loss) available to ordinary shareholders by the
weighted average number of shares of ordinary stock outstanding during the period.

Diluted earnings per share is calculated by dividing net profit (loss) available to ordinary shareholders by the
weighted average number of ordinary shares outstandxng plus the additional dilutive effect of potential
ordinary shares during the period.

The Company’s. potermal ordinary shares during the period were the stock options issued under its share
option plan,

There have been no other transactions involving ordinary shares or potential ordinary shares since the
reporting date and before the completion of the financial statements.

The following is a reconciliation of the welghted average number of ordinary shares outstanding ona diluted
basis.

Unaudited Unaudited

Nine Months Nine Months

Ended Ended

30 September 30 September

2005 2004

Weighted average number of ordinaryvshaies, outstanding basic 20,443,707 14,140,801
Dilutive effect of ordinary share options 762,316 161,242
Weighted average number of ordinary shares outstanding, diluted 21,206,023 14,302,043

15. SHARE CAPITAL AND RESERVES

The Company was registered in Guernsey on 8 August 2003 under the provisions of the Companies
{Guernsey) Law, 1994 (as amended). On 21 October 2003, the Company issued 118,576,700 shares at €1.00
each. Pursuant to a written resolution of the Company dated 18 June 2004 the Shareholders resolved to
receive one share for every ten shares previously held by them. In June 2004, through its initia) public
offering, the Company received subscriptions for and issued 6,600,000 ordinary shares at a price of €12 each.
At the same time, the Company issued 5,000 shares to Paolo Bassi and 1,000 shares to Keith Dorrian in their
capacity as Directors of the Company. The shares issued to the Directors were non-cash shares, and were
issued with nil proceeds. In April 2005 the Company issued a further 5,000 shares to Paolo Bassi and 1,000
to Keith Dorrian in their capacity as Directors of the company for nil proceeds. On 29 June 2005 the
Company made a second public offering and issued 35,740,000 ordinary shares at a price of €17.25 each.
After issue costs, the secondary offering raised €95 million for the Company.

Under the Company’s Articles of Association, the Directors have the authority to affect the issuance of
additional ordinary shares or to create new classes of shares as they deem necessary.

Other Reserves

Other reserves represent the fair value of share options at the grant date, granted to the Manager in December
2003, June 2004 and June 2005.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

16. HEDGE ACCOUNTING - CASH FLOW HEDGES OF INTEREST RATE RISK

The Company’s policy is to hedge its exposure to interest rates and foreign currencies ona case-by-case
basis. Hedge accounting is only applied to cash flow hedges of interest rate risk exposures. Interest rate
swaps under which the Company pays a fixed rate and receives a floating rate have been used to hedge the
interest rate risk on floating rate long-term bank borrowing.

The gain or loss on measurement of the fair value of the interest rate swaps has been recognised in the
statement of changes in equity to the extent that the swaps are effective.

The details of interest rate swaps entered into by the Company are as follows:

Investment Property:

Unaudited
30 September 2005 31 December 2004
' €000 €000
Nominal amount 210,000 210,000
Pay rate 3.47% 347%
Receive rate 3 Month Euribor 3 Month Euribor
Remaining life 7.6 years 8.3 years
Fair value of swaps (liabilities)/assets (4,835) 713
‘Real Estate Fund Units;
Unaudited
30 September 2005 31 December 2004
. €000 €000
Nominal amount 117,813 -
Pay rate . 345% -
Receive rate 3 Month Euribor -
Remaining life _ 11.3 years -
Fair value of swaps liabilities (1,141) -

17. SHARE OPTION PLAN

In December 2003, the Company (with the approval of the Board of Directors and pursuant to the
confidential information memorandum dated August 2003) adopted a nonqualified share option plan (the
“Company Option Plan”) for officers, Directors, employees, consultants and advisors, inciuding the
Manager. In December 2003, for the purpose of compensating the Manager for its successful efforts in
raising capital for the Company, the Manager was granted options representing the right to acquire 1,185,767
ordinary shares at an exercise price of €10 per share (number of shares and exercise price adjusted for share
consolidation). The fair value of the options at the date of grant was €0.2 million and was estimated by
reference to an option pricing model.
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EUROCASTLE INVESTMENT LIMITED AND SUBSIDIARIES

UNAUDITED NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (cont’d)

In June 2004 following the IPO, the Manager was granted an additional 660,000 options at an exercise price
of €12 per share. The fair value of the additional options at the date of grant was €0.2 million and was also
estimated by reference to an option pricing model. In June 2005 following the secondary public offering, the
Manager was granted an additional 574,000 options at an exercise price of €17.25 per share. The fair value
of the additional options at the date of grant was €0.6 million. The Manager’s options represent an amount
equal to 10% of the ordinary shares issued by the Company. The options granted to the Manager were fully
vested on the date of grant and expire ten years from the date of issuance.

The fair value at the date of grant of options granted to the Manager has been offset against the proceeds
from issuance of ordinary shares as the grant of options is a cost of capital.

18. DIVIDENDS PAID & DECLARED

Unaudited

Nine months ended

30 September 2005

' €000

- Paid during the'9 months ended 30 September 2005: 18,652
Equity dividends on ordinary shares:

Fourth quarter dividend for 2004: €0.33 (2003: nil) 6,093

First quarter dividend for 2005: €0.33 (2004: nil) . 6,095

Second quarter dividend for 2005: €0.35 (2004: nil) 6,464

: 18,652

Third quarter dividend declared on 20 October 2005: €0.37 (2004: nil} . 8,958
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EUROCASTLE INVESTMENT LIMITED

Contact:

International Administration (Guernsey) Limited
Company Administrator

Attn: Mark Woodall

Tel: + 44 1481 723450

Eurocastle Announces Proposed Chénge of Listing

Guernsey: 22 November 2005 — Eurocastle Investment Limited (the “Company”) (LSE:
ECT) today announces that it intends to list its Shares on Euronext Amsterdam. The
Directors consider that a listing on Euronext Amsterdam better reflects the Company’s
investment focus in mainland Europe and the denomination of both its reporting currency
and Share price in Euros. It is currently expected that the Company’s Shares will be listed
and admitted to trading on Euronext Amsterdam during the week commencing 12
December 2005. '

The Directors also consider that, as and when the Company has a Euronext Amsterdam
listing, its London listing be cancelled, which is expected on or about 22 December 2005.

In the event the Company’s Shares are listed on Euronext and thereafter its listing on
London Stock Exchange is cancelled, the UK Takeover Code and the
shareholder/stakebuilding protections it contains will nonetheless continue to apply to
ECT and the FSA will continue to approve prospectuses issued by ECT in connection with
any future capltal raises.

The requirements that will apply to the Company under the Euronext rules once it has a
listing on Euronext Amsterdam differ in a number of respects from those that currently
apply to it under the UK listing rules. :

In the event the Company’s Shares are listed solely on Euronext, the London rules which
would cease to apply to it include:

Rules (generally real-estate specific) on portfolio spreading, rental concentration and
vacancy limits;

Rule that prohibits material changes to investment policies without the approval of
shareholders (but requlrement for Board approval for any such changes remain
unchanged);

Rules relating to significant property disposals and acquisitions that, amongst other
things, require shareholder approval of such transactions where they exceed a certain
size.




The Company will make further announcements regarding progress in implementing the
proposals outlined above and of any changes to them, including any changes to the
expected timetable. The Company will also be required to prepare a prospectus in
connection with its application for a listing on Euronext Amsterdam. This prospectus will
be made publicly available in due course through the usual channels and, amongst other
things, will contain further information about Euronext Amsterdam (including regarding
trading, clearing and settlement onthat market). :

About Eurocastle

Eurocastle Investment Limited is a Euro denominated Guernsey closed-ended investment
company that invests in and manages a diverse portfolio consisting primarily of European
credit leased real estate and real estate related debt. For more information regarding
Eurocastle Investment Limited and to be added to cur email distribution list, please visit
www.eurocastleinv.com.
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EUROCASTLE INVESTMENT LIMITED

Contact: _

International Administration (Guernsey) limited
Company Administrator ‘
Attn: Mark Woodall

Tel: +44 1481 723450

Eurocastle Announces Listing on Euronext Amsterdam

Guemnsey. 15 December 2005 - Eurocastle Investment Limited (the “Company™)
announces that its Shares have been admitted to trading on Euronext Amsterdam
effective today. As previously indicated it is the Company’s intention, now its listing on
Euronext Amsterdam has been obtained, to cancel. its London listing from 8am on 22
December 2005.

A prospectus relating to the Company has been produced in connection with its listing on
Euronext Amsterdam and is available for inspection by the public, Monday through
Friday (excluding any public holiday) during normal business hours, at the UK Listing
Authority’s Document Viewing Facility which is located at:

Financial Services Authority
25 The North Colonnade
London E14 5HS

About Eurocastle

Eurocastle Investment Limited is a Euro denominated Guernsey closed-ended investment
company that invests in and manages a diverse portfolio consisting primarily of European
credit leased real estate and real estate related debt. For more information regarding
Eurocastle Investment Limited and to be added to our email distribution list, please visit
www .eurocastleinv.com




EUROCASTLE INVESTMENT LIMITED
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FOR IMMEDIATE RELEASE
Contact:

International Administration (Guernsey) Limited
Company Administrator

Attn: Mark Woodall

Tel: + 44 1481 723450

Eurocastle Named Preferred Bidder for €2 Billion Dresdner Real Estate Portfolio

London. 21 December 2005 — Eurocastle Investment Limited (Amsterdam Euronext: ECT),
which is managed by Fortress Investrnent Group, confirms today that it has been named
preferred bidder to acquire an approximately €2 billion German real estate portfolio from
Dresdner Bank AG. Once a definitive agreement is reached, a more detailed press release
will be issued and a conference call will be scheduled.

About Eurocastle

Eurocastle: Investment Limited is a Euro denominated Guernsey closed-ended investment
company that invests in and manages a diverse portfolio consisting primarily of Buropean
credit leased real estate and real estate related debt. Eurocastie is managed by Fortress
Investment Group, a global alternative investment and asset management firm with
approximately $16 billion in eguity capital currently under management. For more
information regarding Eurocastle Investment Limited and to be added to our email
distribution list, please visit www.eurocastieinv.com. »

Contact for journalists:

- Lilly H. Donohue
Fortress Investment Group
Tel: +1-212-798-6118

Wmfned Peters
Citigate Demuth
Tel: +49-69-170071-29

Robert Kauffiman
Fortress Investment Group
Tel: +44-207-2905608




EUROCASTLE INVESTMENT LIMITED ..

FOR IMMEDIATE RELEASE
Contact:

International Administration (Guernsey) Limited
Company Administrator

Attn: Mark Woodall

Tel: + 44 1481 723450

Eurocastle Acquires €2 Billion German Real Estate Portfolio from Dresdner Bank —
Transformational Acquisition Making Eurocastle the

Largest Publicly Traded Company Focused on German Commercial Reai Estate

London..22 December 2005 — Eurocastle Investment Limited (Euronext Amsterdam: ECT),
which is managed by Fortress Investment Group LLC, today announced that it has signed a
definitive agreement with Dresdner Bank AG to acquire 100% of an open-end fund which
owns a portfolio of 303 commercial properties for approximately €2 billion. The properties
consist primarily of office buildings and are largely occupied by Dresdner. The bank will
continue to occupy their current space which represents approximately 80% of rental income
on the portfolio. Dresdner’s average remaining lease term is 9 years, while the average
remaining lease term of the entire portfolio is approximately 8 years. Approxnmately 15% of
the portfoho is currently vacant.

The properties, totaling approximately 9 million square feet (845,516 square meters) of.
leasable space, are located throughout Germany, with concentrations in Frankfurt, Hamburg,
Munich, Disseldorf and Berlin. The assets are generally in major metropolitan areas and
Eurocastle believes that the properties are among the best-located and highest quality assets
in their respective markets. The purchase reflects an unleveraged initial yield of
approximately 5%.

“This transaction provided a unique opportunity ‘for Eurocastle to acquire a large scale
portfolio-that combines prime assets with a high quality core tenant under long-term leases,"
commented Robert Kauffman, head of Fortress’s European investment operations. "We look
forward to a strong partnership with Dresdner and the Allianz Group."

Eurocastle expects to fund the purchase with equity and debt financing. The debt has been
committed to by various banks and the equity will be raised through a public offering of
common stock combined with an investment from a private equity fund managed by Fortress
Investment Group. The closing of this transaction is expected to occur in the beginning of
2006.




Today, Eurocastle’s investment portfolio is made up of approximately 50% in credit leased
real estate and 50% real estate debt and securities (based on invested equity). Upon the
closing of this transaction, credit leased real estate will increase to at least 75% of
Eurocastle’s portfolio, and will include over 17 million square feet (1.6 million square
meters) of leasable European commercial real estate, with German assets making up 93% of
Eurocastle’s direct real estate investments. -

Following the acquisition, Eurocastle will own approximately €2.7 billion of commercial real
estate assets, together with €1.6 billion of real estate securities and other real estate related
loans. - :

With respect to the transaction, Eurocastle director, Wesley Edens said, "The acquisition of
the Dresdner portfolio provides Eurocastle with an attractive opporfunity to accelerate our
stated strategy and interest in Germany. This transaction will mark a significant
transformation for Eurocastle, making us one of the largest owners of commercial real estate
in Germany. We now own one of the best office portfolios in ‘Germany and expect the
Dresdner assets to provide a valuable new source of income growth and platform for other
strategic acquisitions.”

The transaction, together with existing assets, gives Eurocastle a distinctive leadership
position in the commercial property sector in Germany. Attractive features of the investment
include:

* High quality assets — The Dresdner portfolio is among the highest quality cornmercial
portfolios in Germany, and provides a unique opportunity to increase Eurocastle’s
exposure to the recovering German commercial real estate sector on a large scale.
‘The. portfolio consists of primarily Class A office space in the major metropolitan
areas in Germany, as well as smaller assets spread throughout Germany but situated
primarily in prime locations within those jurisdictions.

e Stable cash flows — The leases with Dresdner, a AA3/AA- rated credit, represent 80%
of current income on the portfolio with an average lease term of approximately 9
years, The portfolio provides a stable 5% initial yield with upside potential as the
properties are fully Jeased. '

» Improving real estate fundamentals — Germany’s commercial property markets,
"~ which have been severely affected by overbuilding and five years of sluggish
- economic growth, appear to have bottomed out. With little new construction taking
place, the Dresdner portfolio is well positioned to benefit from positive net space
absorption in its major markets.

We also believe that with this acquisition, the Company will be in a strong position to take
advantage of growing investor demand for exposure to the sector. Pending adoption of REIT
legislation in Germany, improving real estate fundamentals and distress among German open
end funds are expected to provide strong growth prospects for Eurocastle.

Conference Call
Management will conduct a conference call on Wednesday, 4 January 2006 to review the
Dresdner acquisition. The conference call is scheduled for 3:00 P.M. London time (10:00




AM. New York time). All interested parties are welcome to participate on the live call. You
can access the conference call by dialing +1-866-323-3742 (from within the U.S.) or +1-706-
643-0550 (from outside of the U.S.) ten minutes prior to the scheduled start of the call; please
reference “Eurocastle Dresdner Acquisition Call.”

For those who are not available to listen to the live call, a replay will be available until 11:59
P.M. New York time on 31 January 2006 by dialing +1-800-642-1687 (from within the U.S))
or +1-706-645-9291 (from outside of the U.S.); please reference access code “3834413.”

About Eurocastle

Eurocastle Investment Limited is a Euro denominated Guernsey closed-ended investment
company that invests in and manages a diverse portfolio consisting primarily of European
credit leased real estate and real estate related debt. Eurocastle is managed by Fortress
Investment Group, a global alternative investmient and asset management firm with
approximately $16 billion in equity capital cwrently under management. For more
information regarding Eurocastle Investment Limited and to be added to our email
distribution list, please visit www.eurocastleinv.com.

Forward-Looking Statements

Some of the statements in this announcement may include forward-looking statements which
reflect the Company’s or, as appropriate, the Directors’ current views with respect to future
events and . financial performance. These statements inciude forward-looking statements.
Statements which include the words “expect”, “intend”, “plan”, “project”, “anticipate”,
“will” and similar statements of a future or forward- looklng nature identify forward-looking
statements for the purposes of the US federal securities laws or otherwise.

All forward-looking statements address matters that involve risks and uncertainties.
Accordingly, there are or will be important factors that could cause the Company’s actual
results to differ materially from those indicated in these statements.

Any forward-looking statements reflect the Company’s current views with respect to future
events and are subject to risks, uncertainties and assumptions relating to the Company’s
operations, results, strategy and liquidity. Subject to its legal and regulatory obligations, the
Company undertakes no obligation to publicly update or review any forward-looking
statement contained in this announcement, whether as a result of new information, future
developments or otherwise.

Contact for journalists:

Lilly H. Donohue, Fortress Investment Group
Tel: +1-212-798-6118

Winfried Peters, Citigate Demuth
Tel: +49-69-170071-29

Robert Kauffman, Fortress Investment Group
Tel: +44-207-2905608
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under Section T84 of the Financial Services and Markets Act 2000 as amended (the “FSMA").

Consent has not been obtained from the States of Guernsey Policy Council under the Control of Borrowing { Bailiwick of
Guernsey) Ordinances, 19569 to 1985 or otherwise, for the circulation of this document and neither the Guernsey
Finarncial Services Commisaion nor the States of Guernsey Policy Council accept any responsibility for the financial
soundness of the Company or for the correctness of any of the statements made or opintons expressed with regard
thereto.

The Company and the Directors of the Company, whose names appear on page 2638, accept responsibility for the
information contained in this document. To the best of the krowledge and belief of the Company and the Directors (who
have taken all reasonable care to ensure that such is the case} the information contained in this Prospectus is in
accordance with the facts and does not omit anything likely to affect the import of such information. Morgun Stanley &
Co. International Limited is acting for the Company and for no one else in connection with Admission and will not b
responsible to anyone other than the Company for providing the protections afforded to clients of Morgun Stanley & Co.
International Limited, nor for giving advice in relation to Admission or any other matter referred to herein.

Investment in the Company involves significant risks and special considerations. The attention of prospective investors
is drawn to the risk factors in the section entitled “Certain Risk Factors' in this Frospectus.

Eurocastle Investment Limited

{incorporated in Guernsey on 8 August 2003 under the Companies {Guernsey) Law, 1994 (as amended) with
registered number 41058)

Prospectus
Application for Admission to Listing and
Trading on Euronext Amsterdam

Listing Adent
Morgan Stanley & Co. International Limited

Ordinary Share Capital inunediately following Admission
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SUMMARY

This Summary should be read as an introduction 10 this document and any decisions to invest in the Shares
should be based on a consideration of this document as a whole. Save where otherwise indicated, the financial
information in this Summary has been extracted without material adjustment from Parts iX, X and X1 of this
Prospectus. Investors should read the whole of this document and not just rely on this summary information.

If you bring a claim relating to the information contained in this document before a court, you might, under
the national legislation of the EEA States, have to bear the costs of translating this document before the legal
proceedings are initiated. Civil liability attaches to the persons responsible for this summary, including any
translation of the summary, but only if the summary is misteading, inaccurate or inconsistent when read together
with other parts of this document.

The financial information as at 30 September 2005 relating to the Company set out in this Summary has
been sourced from the Company’s unaudited interim results for the nine months ended 30 Seprember 2005 or
from its management accounts.

The Company, Investment Objectives and Policy

Eurocastle Investment Limited is a closed-ended investment company incorporated in Guernsey and
managed by Fortress Investment Group LLC (the “Manager™ or “Fortress”).

The Company invests primarily in European real estate investments and European real estate related debt.

The Company’s investment objectives are to deliver stable dividends and attractive risk-adjusted returns
through prudent asset selection and the use of appropriate financing structures. The Company targets
substantially, but not exclusively, two distinct categories of investment:

European Real Estate Investments
Investments within this category fall into two principal sub-categories:
(i)  European Real Estate Assets:

The Company acquires direct interests in real estate. As of 30 September 20035, investments in direct
real estate represented (on an unaudited basis) approximately 21 per cent. of the Company’s gross
assets.

(i) Other European Real Estate Investments:

The Company also makes investments which, while not direct real estate assets, give it exposure to
real estate assets. An example of such an investment is the units in FIP — Fondo Pubblici Immobili
(“FIP") that the Company acquired in July 2005. As of 30 September 2005, investments falling in this
sub-category represented (on an unaudited basis) approximately 9 per cent. of the Company’s gross
assets.

European Real Estate Related Debt
Investments within this category fall into two principal sub-categories:
(i) European Real Estate and Other Asset Backed Securities:

The Company acquires moderately credit sensitive asset backed securities, including commercial
mortgage backed securities {“CMBS”), real estate related asset backed securities (“ABS”) and
residential mortgage backed securities (“RMBS”). The Company generally targets investments with a
credit rating, determined by internationally recognised rating agencies, from A down to BB. As of
30 September 2005 (on an unaudited basis), its investments (including restricted cash) in these asset
backed securities represented 62 per cent. of the Company’s gross assets with an average rating of
BBB+.

(ii) European Real Estate Related Loans:

The Company acquires loans made at moderate leverage levels to well capitalised real estate operators
with established track records. These loans include real éstate related B Notes, mezzanine loans, bank
loans and real estate loans. As of 30 September 2005 (on an unaudited basis), ils investments in real
estate related loans represented 5 per cent. (by carrying value) of the Company’s gross assets.
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Underpinning the Company’s investment activities is a disciplined approach to acquiring, financing and
managing assets with moderate credit risk. The Company seeks to diversify its investments by asset type,
industry, location, issuer and tenant in order to minimise the risk of capital loss and to enhance the terms of the
Company’s financing structures. The Company manages its credit exposure through this diversification and also
through ongoing asset selection and surveillance.

The Company employs leverage in order to meet its return objectives. The exient of leverage is dependent
upon the nature and credit quality of the relevant assets. As of 30 September 2005, the Company’s debt to equity
ratio {on- an unaudited basis) was approximately 5 to I or 80 per cent. of gross asset value. The Company
maintains access to numerous sources of capital in an effort to insulate its business from potential fluctuations in
the availability of capital. The Company utilises multiple forms of financing, including collateralised debt
obligations (“CDOs") which as at the date of this Prospectus amounted to a face value of €400 million in respect
of Eurocastle CDO I, €400 million in respect of Eurocastle CDO III and €200 million in respect of Eurocastle
CDO 1 and term loans, as well as short term financing in the form of repurchase agreements.

* The Company aims, where possible, to structure borrowings which finance its non-direct real estate
investments as match-funded so as to minimise interest rate, refinancing and currency risks. Under such financing
structures, in the case of its debt obligations, the Company matches the maturities of its debt obligations with the
maturities of its investments, in order to minimise the risk that it needs to refinance its liabilities prior to the
maturities of its assets, and to match the interest profile on investments with like-kind debt (i.e. floating or fixed
rate), in order to reduce the impact of changing interest rates on earnings. In the case of real estate investments,
where practicable, it seeks to structure the terms of its borrowings to ensure that such borrowings can be
refinanced or maintained to avoid the Company being forced to sell its investments prematurely.

Recent Developments
FIP Units

The Company has acquired approximately 11 per cent. of the Class A units in FIP which it purchased for
approximately €190 million. FIP is a real estate investment fund promoted by the Italian Ministry of Economy
and Finance. It owns a portfolio of approximately 400 non-residential properties in Italy which are let to and
occupied by Ttalian government agencies‘’.

Belfry Portfolio

The Company has acquired a portfolio of 28 retail properties across Germany for approximately €71 miilion.
The properties are mostly recently developed retail assets with more than 85 per cent. of the portfolio’s income -
coming from national retailers including Rewe, Aldi, Kik, Schlecker and Plus. The portfolio currently benefits
from 98.8 per cent. occupancy under leases with a weighted average lease term of 10 years.

Bastion Portfolio

The Company has acquired a portfolio of 13 recently developed grocery stores in Germany from Edeka
Southwest for approximately €36 million. All of the properties are leased to Edeka Southwest, a leading German
retailer, under net leases of 15 years or, in the case of one property, 12 years.

Truss Portfolio

The Company is in the process of acquiring a portfolio of retail properties from various unconnected sellers
in various locations across Germany. As at 1 December 2005 it had entered into purchase agreements (o acquire
31 properties. The aggregate purchase price of these properties will be approximately €80 million. These
properties are mosily recently developed retail assets and benefit from almost 98.9 per cent. occupancy. In-place
leases have a weighted-average lease term of 10 years with over 85 per cent. of the income coming from national
retailers including, Plus, LIDL, Aldi, REWE and Edeka.

Acquisition of the properties in respect of which the Company has signed purchase agreements, and the
payment of the purchase price by the Company, is subject to the satisfaction of conditions precedent which are
customary in the German market. The Company also expects to acquire further similar properties that it has
identified and that would, following their acquisition, form part of this portfolio. If all of these additional

(1) The information in this paragraph relating to FIP and its property portfolio was provided to the Company in its capacity as an investor
by FIP and its manager.




properties were acquired, the aggregate purchase price for all the assets making up the Portfolio would be
approximately €106 million.

Securities and Loans Portfolio

Between 30 September 2005 and 6 December 2005, the Company acquired or committed to acquire
securities for approximately €151.9 million and real-estate backed loan interests (or instruments allowing
economic exposure to loans) for approximately €27.8 million.

In addition, on 8 December 2005, Eurocastle CDO III declared that it was fully invested.

The Manager

The Company is externally managed by Fortress Investment Group LLC. Fortress is a global alternative
investment and asset management firm with approximately U.S.$15 billion of equity capital currently under
management™®. The Manager provides the Company with access to investment opportunities through its existing
business relationships, and with operational and risk management systems, expertise and economies of scale
associated with its current business operation. The Manager’s principals have an average of 20 years’ expertise in
the fields of rea) estate investment, asset-based investing, financing and risk management™®. They have been
involved in acquisitions of over U.S.$39 billion of assets (of which U.S.$15 billion of such assets are in Europe)
and issues of over U.S.$20 billion of asset backed securities (of which U.S.310 billion of such securities have
been issued in Europe)®. The Directors believe that these critical skills position the Manager well, not only to
make prudent investment decisions, but also to monitor and manage the credit profile of investments.

The Manager has agreed that it will not raise or sponsor any new investment fund, company or vehicle
whose investment policies, guidelines or plans target, as its primary investment category, investment in credit
sensitive European real estate related securities (it being understood that no such fund, company or vehicle shall
be prohibited from investing in credit sensitive European real estate related securities other than as its primary
investment category).

Dividend policy

The Company currently pays regular quarterly dividends to Shareholders, and the Directors intend to
continue this policy. The Company’s aim is to pay all or substantially all of its earnings in the form of dividends
to Shareholders (excluding surpluses from the sale or realisation of investments held directly by the Company).
Since the initial public offering in June 2004, the Board of Directors of the Company has declared total dividends
of €1.68. The dividend per Share for the year ended 31 December 2004 was €0.63 and the dividend per Share for
the three month periods ended 31 March, 30 June and 30 September 2005 was €0.33, €0.35 and €0.37
respectively.

Admission to Euronext Amsterdam

Since June 2004 the Company's Shares have been admitted to listing on the Official List and to trading on
the London Stock Exchange’s market for listed securities. On 22 November 2005 the Company announced that it
intends to cancel its London Listing and at the same time seek admission of the Shares to listing on Eurolist by
Euronext Amsterdam and to trading on Euronext Amsterdam’s market for listed securities. It is expected that
admission of the Shares to trading on Euronext Amsterdam will take place on 14 December 2005 and that the
Company’s London Listing will be cancelled on 22 December 2005.

Risk Factors

An investment in Shares is subject to a number of risks, certain of which are highlighted below.

Risks relating to the Company’s business include:

¢ The Company’s ability to generate its desired returns may be adverse]y affected if it is unable to source or to
compete successfully for appropriate investments.

(2) Source: Fortress Investment Group LLC

(3) Source: Fortress Investment Group LLC




The value of the Company’s investments may fluctuate as a result of factors such as changes in regulatory
requirements and applicable laws, political and economic conditions in certain geographic locations, the
condition of financial markets, the financial condition of and any consequential default by the obligors,
issuers of the investments, tenants or customers, developments or trends in any particular industry,
potentially adverse tax consequences, enhanced accounting and control expenses.

A significant proportion of the Company’s ABS investments will be subordinated to the rights of more
senior securities, and as a result have a higher risk of loss as a result of losses or delinquencies on the
underlying assets.

The investments which the Company holds are generally illiquid, and the securities that the Company may
purchase in connection with privately negotiated transactions may not be registered under relevant securities
laws, resulting in restrictions on their transfer, sale, pledge or other disposition except in a transaction that is
exempt from the registration requirements of, or as otherwise in accordance with, those Jaws. Properties that
the Company has purchased and may purchase also are generally illiquid investments. Such illiquidity may
affect the Company’s ability to vary its portfolio or dispose or liquidate part of its portfolio in a timely
fashion and at satisfactory prices in response to changes in economic, real estate market or other conditions
and this could have an adverse affect on the Company’s financial condition and results of operations.

From time to time the Company's investment portfolio may become concentrated, for example, in any one
industry, region or country thereby increasing its exposure to defaults or general deterioration in underlying
investments in those categories.

The Company leverages its portfolio through borrowings and the Company’s return on investments and cash

_ available for distribution to Shareholders may be reduced to the extent that changes in market conditions

cause the cost of these borrowings to increase relative to the income that can be derived from the Company’s
underlying assets. The Company’s reliance upon income from its investments to service its borrowings may
affect its ability to meet its debt service obligations, and delays in obtaining svitable financing may impair
the Company’s ability to acquire suitable investments. In the extreme, the use of leverage may lead to a
complete loss of the value of Shareholders’ investment in the Company.

A key to the Company’s investment strategy is to finance its real estate related debt investments using non-
recourse match-funded financing structures which aim to match assets and liabilities with respect to
maturities and interest rates and so limit re-financing risk. With respect to real estate investments, the
Company’s strategy is to structure the terms of its borrowings to ensure that they can be re-financed or
maintained to avoid the Company being forced to sell its assets prematurely. There is a risk that the
Company may not be able to employ this strategy with respect to certain of its investments, which may
expose the Company to refinancing risks or require the Company to employ alternative financing structures
with less favourable economic terms.

Changes in tax laws or their interpretation could affect the intended treatment of investments vsing SPVs in
a manner that results in the Company’s returns being reduced.

Risks relating to the Company include:

The Company’s ability to pay dividends will depend on it receiving sufficient earnings from its underlying
investments.

The Company intends in the future to issue additional Shares in subsequent public offerings or private
placements. The Company is not required under the Guernsey law to offer such shares to existing
Shareholders on a pre-emptive basis and such future Share issues may dilute existing Shareholders’ interests
in the Company.

Risks relating to the Investment Manager include:

The Company is reliant upon the Manager who has significant discretion as to the implementation of the
Company’s operating policies and strategies. The Company is subject to the risk that the Manager will
terminate the Management Agreement and that no svitable replacement wilt be found. In addition, that the
Directors believe that the Company’s success depends to a significant extent upon the experience of the
Manager’s executive officers, whose continued service is not guaranteed. The departure of a key executive of
the Manager may have an adverse affect on the performance of the Company.

While the Manager does not currently manage any investment vehicle whose core business competes
directly with the Company, and while the Management Agreement prevents the Manager from raising or




sponsoring a vehicle whose investment policies, guidelines or plans target as its primary investment
category, investment in credit sensitive European real estate securities, the Manager is otherwise not limited
or restricted from engaging in any business or managing any other vehicle that invests in Target Investments.
The Manager or its affiliates manage and invest in other investment vehicles which have investment
objectives which overlap with those of the Company, and members of the Board of the Directors may serve
as officers and/or directors of these other entities. These relationships may lead to conflicts of interest.

Termination of the Management Agreement may be difficult and costly. Unless terminated for cause, and
even if terminated on an anniversary date, the Manager must be paid a termination fee equal to the amount
of management fee incurred by the Manager during the 12 month period preceding such termination. In
addition, following any termination. of the Management Agreement, unless the Company, either at the
Manager’s request or at its own volition, purchases the Manager’s right to receive incentive compensation at
its fair market value,"the Company must continue to pay the incentive compensation to the Manager
following termination or expiration of the Management Agreement which payments could continue for an
indefinite period of time. These provisions may increase the effective cost to the Company of terminating the
Management Agreement.




EXPECTED TIMETABLE

Admission to trading and commencement of dealings in Shares on Eurolist by
Euronext Amsterdam 15 December 2005

Last date for dealings in the Shares on the London Stock Exchange 21 December 2005

Each of the dates in the above timetable is subject to change

The Company’s ISIN is GBOOB0O1C5N27.




CERTAIN RISK FACTORS

General

An investment in the Company is suitable only for investors who are capable of evaluating the merits and
risks of such an investment and who have sufficient resources to be able to bear any losses (which may be equal
to the whole amount invested) which may resuit from such an investment. There can be no assurance that the
Company’s investment objectives will be achieved. Prospective investors should carefully review and evaluate the
risks and the other information contained in this document before making a decision to invest in the Company.
Investors should immediately seek their own personal financial advice from their independent professional
financial adviser authorised under the Financial Services and Markets Act 2000 or other advisers such as legal
advisers and accountants. -

Prospective investors should be aware that the value of the Shares and the income from them may
decrease and that they may not realise their initial investment. In addition, the market price of Shares may
be less than the underlying value of the Company’s net assets.

The risks set out below are the risks which the Directors currently consider to be material but are not the
only risks relating to the Company or an investment in the Company. There may be additional material risks that
the Company does not currently consider to be material or of which the Company is not aware.

Risks Relating to the Business

The Company has a limited operating history, and, accordingly, it is difficult to evaluate an investment in
the Shares

The Company commenced operations in October 2003 and closed its first CDO transaction on 8 June 2004.
It closed two further CDO transactions on 28 April 2005 and 5 May 2005 and acquired a portfolio of German real
estate assets from Deutsche Bank in December 2004. It acquired three further portfolios of real estate assets in
Germany between June and November 2005 and approximately 11 per cent. of the Class A Units in FIP, a real
estate investment fund promoted by the Italian Ministry of Economy and Finance, in July 2005. 1t is difficult to
evaluate the Company’s future prospects and an investment in the Shares due to its limited operating history. The
results of the Company’s operations will depend on many factors, including the availability of opportunities for
the acquisition of assets, the level and volatility of interest rates, readily accessible short-term and long-term
funding alternatives, conditions in the financial markets and ecoromic conditions.

The Company’s ability to generate its desired returns will depend on its ability to identify and invest in
suitable investment opportunities

The ability of the Company to effectively implement its investment strategy and achieve its desired
investment returns may be limited by its ability to identify and acquire appropriate investments. Until such time
as the Company is able to invest in suitable investments, its funds may not be fully invested. The Company's
funds may be held on cash deposit pending investment.

In addition, the Company may be subject to significant competition in seeking investments. Some of the
Company’s competitors may have greater resources, and the Company may not be able to compete successfully
for investments. Furthermore, competition for investments may lead an increase in to the price of such
investments increasing which may further limit the Company’s ability to generate its desired returns.

Extensive borrowings may adversely affect the Company’s return on its investments and may reduce the
amount of cash available for distribution to shareholders

The Company leverages its portfolio through borrowings, generally through the use of bank credit facilities,
repurchase agreements, mortgage loans, securitisations, including the issuance of CDOs, and other borrowings.
The extent of the borrowings depends on the Company’s ability to obtain credit facilities and the lender’s
estimate of the stability of the portfolio’s cash flow. The Company has a policy limiting its overall indebtedness
to 95 per cent. of the value of the Company’s gross assets on an aggregate basis. The Company’s return on
investments and cash available for distribution to holders of the Shares may be reduced to the extent that changes
in market conditions cause the cost of these borrowings to increase relative to the income that can be derived from
the Company’s underlying assets.




Due to its extensive borrowings and its reliance upon income from its investments to service these
borrowings, the Company may not be able to meet its debt service obligations, and, to the extent that it cannot, il
risks the loss of some or all of its assets to foreclosure or sale to satisfy its debt cbligations.

Delays in obtaining suitable financing (including through borrowing) may impair the Company’s ability to
acquire suitable investments, and, as a result, the Company may not achieve its desired investment returns.

The Company may finance certain of its investments through repurchase agreements. A decrease in the value
of the assets may lead to margin calls which will have to be satisfied and which may reduce the value of
Shareholders’ investment in the Company. The Company may not have the funds available to satisfy any such
margin calls, which would result in foreclosure by the lenders on the assets.

In the extreme, the use of leverage may lead to a complete loss of the value of Shareholders’ investment in
the Company.

The Company will be exposed to refinancing risk if it is not able to match-fund its assets and liabilities

A key to the Company’s investment strategy is to finance its real estate related debt investments using non-
recourse match-funded financing structures, which aim to match assets and liabilities with respect to maturities
and interest rates. This technique is intended to limit the Company’s refinancing risk, including the risk of being
unable to refinance an investment or refinance on favourable terms. With respect (o real estate investments, the
Company’s strategy is, where practicable, to structure the terms of its borrowings to ensure that such borrowings
can be refinanced or maintained to avoid the Company being forced to sell its investments prematurely. However,
there is a risk it may not be able to employ this strategy with respect to certain of its investments, which may
expose the Company to refinancing risks. In addition, such alternative financing structures may have less
favourable economic terms.

In addition, when financing investments through CDO issuances, the Company generally expects to
accumulate securities through an arrangement in which a third party provides short-term financing pending the
issuance of the CDO securities on the security of a cash deposit with such third party. Under such arrangement, if
such CDO financing were not consummated, the Company would be required etther to purchase the securities and
obtain other financing for such purchase, or to pay the third party the lesser of the difference between the price it
paid for the securities and the price it sold such securities or the Company’s deposit.

If the Company breaches covenants under its financing agreements it could be forced to sell assets

The Company intends to be party to various loan, repurchase and other financing agreements which are
likely to contain financial covenants that could, among other things, require it to maintain certain financial ratios.
Should the Company breach the financial or other covenants contained in any loan, repurchase or other financing
agreement, the Company may be required immediately to repay such borrowings in whole or in part, together
with any attendant costs. If the Company does not have sufficient cash resources or other credit facilities available
to make such repayments, it may be forced to sell some or all of the assets comprising its investment portfolio. To
the extent that the Company's borrowings are secured against all or a portion of its assets, a lender may be able to
sell those assets. Moreover, any failure to repay such borrowings or, in certain circumstances, other breaches of
covenants under the Company’s loan or repurchase agreements could result in the Company being required to
suspend payment of its dividends.

Cross-default provisions in the Company’s financing arrangements could result in a substantial loss for the
Company

The Company’s financing arrangements may contain cross-default provisions such that a default under one
particular financing arrangement could automatically trigger defaults under other financing arrangements. Such
cross-default provisions could therefore magnify the effect of an individual default, and, if such a provision was
exercised, result in a substantial loss for the Company.

Changes in tax laws or their interpretation could affect the intended tax treatment for investments using
Special Purpose Vehicles

The Company holds a substantial amount of its investments through SPVs. For tax and other reasons, the
Company’s investments in the SPVs are likely to be funded wholly or partly by way of a series of debt
instruments with the equity of such SPVs held by one or more third parties. The Company structures its SPVs so
that they are substantially exempt from income taxes in their jurisdiction of incorporation and conducts their
affairs so as not to be subject to, or subject to minimal, income tax in the jurisdictions in which they operate.
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Further the Company structures the SPVs so that they only hold assets that are not subject to withholding taxes on -
distributions made by, or on realisations of, the assets.

However, tax laws may change or be subject to differing interpretations, possibly with retroactive effect, so
that the tax consequences of a particular investment or SPV structure may change after the investment has been
made or the SPV has been established with the result that investments held by SPVs may be required to withhold
tax or the SPVs themselves may become liable to tax, in each case resulting in the Company’s returns being
reduced. The Company and the SPVs will be subject to such risk both in the jurisdiction of their respective
incorporation and in each jurisdiction of their respective operations.

Many of the Company’s ABS investments are in subordinated securities

A significant portion of the Company’s ABS investments consist of securities that are subordinated in right
of payment and ranked junior to other securities that are secured by or represent ownership in the same pool of
assets.

In general, losses on a mortgage loan included in a securitisation will be borne first by a cash reserve fund or
letter of credit, if any, and then by the “first loss” subordinated security holder. The “first loss” holder is the
holder of the most junior securities, being the securities most at risk if the value of the collateral falls below the
loan amount. In the event of default and the exhaustion of any equity support, reserve fund, letter of credit and
any classes of securities junior to those in which the Company invests, the Company may not be able to recover
all of its investment in the securities purchased. In addition, if the underlying mortgage portfolio has been
overvalued by the originator of the loan, or if the values subsequently decline, and, as a result, Iess collateral is
available to satisfy interest and principal payments due on the related mortgage backed securities, the securities in
which the Company invests may effectively become the “first loss™ position behind the more senior securities.

In addition, certain of the Company’s investments have structural features that divert payments of interest
and/or principal to more senior classes when the delinquency or loss experience of the pool exceeds certain
levels. As a result of these features, subordinated securities have a higher risk of loss as a result of delinquencies
or losses on the underlying assets.

Subordinated securities generally do not have the right to call a default or vote on remedies following a
default unless more senior securities have been paid in full. As a result, a shortfall in payments to subordinated
investors in asset backed securities will generally not result in the default being declared on the relevant
transaction and the transaction will not be restructured or unwound first. Furthermore, because subordinated
securities may represent a relatively small percentage of all securities secured by the same asset pool, the impact
of a relatively small loss on the overall pool may be substantial on the holders of such subordinate securities.

The prices of lower credit quality securities are generally less sensitive to interest rate changes than more
highly rated investments, but more sensitive to adverse economic downturns or individual issuer developments. A
projection of an economic downturn, for example, could cause a decline in the price of lower credit gquality
securities because the ability of obligors of mortgages underlying mortgage backed securities to make principal
and interest payments may be impaired. In such event, existing credit support in the securitisation structure may
be insufficient to protect the Company against loss of its principal on these securities.

The Company’s investments may be subject to delinguency, foreclosure and loss

The mortgage loans underlying the mortgage backed securities that the Company invests in and the
mortgage loans that the Company invests directly in are subject to delinquency, foreclosure and loss. Commercial
mortgage loans are secured by multi-family or commercial property and are subject to risks of delinquency and
foreclosure, and risks of loss that are greater than similar risks associated ‘with loans made on the security of
single-family residential property. The ability of a borrower 10 repay a loan secured by an income-producing
property typically is dependent primarily upon the successful operation of such property rather than upon the
existence of independent income or assets of the borrower. If the net operating income of the property is reduced,
the borrower’s ability to repay the loan may be impaired. Net operating income of an income-producing property
can be affected by, among other things, tenant mix, success of tenant businesses, property management decisions,
property location and condition, competition from comparable types of properties, changes in Jaws that increase
operating expense or limit rents that may be charged, any need to address environmental contamination at the
property, the occurrence of any uninsured casualty at the property, changes in national, regional or local
economic conditions and/or specific industry segments, declines in regional or local real estate values, declines in
regional or local rental or occupancy rates, increases in interest rates, real estate tax rates and other operating




expenses, changes in governmental rules, regulations and fiscal policies, including environmental legislation, acts
of God, terrorism, social unrest and civil disturbances.

Residential mortgage loans are secured by single-family residential property and are subject to risks of
delinquency and foreclosure, and risks of loss. The ability of a borrower to repay a loan secured by a residential
property is dependent upon the income or assets of the borrower. A number of factors, including a general
economic downlurn, acts of God, terrorism, social unrest and civil disturbances, may impair borrowers’ abilities
1o repay their loans.

In the event of any default under a mortgage loan held directly, the Company is expected to bear a risk of
loss of principal to the extent of any deficiency between the value of the coltateral and the principal and accrued
interest of the mortgage loan, which could have a material adverse effect on cash flow from operations.
Foreclosure of a mortgage loan can be an expensive and lengthy process which could have a substantial negative
effect on the Company’s anticipated return on the foreclosed mortgage loan.

Residential mortgage backed securities evidence interests in or are secured by pools of residential mortgage
loans and commercial mortgage backed securities evidence interests in or are secured by a single commercial
mortgage loan or a pool of commercial mortgage loans. Accordingly, the mortgage backed securities that the
Company will invest in are subject to all of the risks of the underlying mortgage loans.

Concentration in any one industry, region or country may increase risk of defaulls on debt obligations

Whilst the Company intends to diversify its portfolio of investments in the manner described in Part I of this
Prospectus the risk that payments on the Company’s investments could be adversely affected by defaults on debt
obligations is likely to be increased to the extent that the Company’s portfolio is concentrated in any one industry,
region or country as a result of the increased potential for correlated defaults in respect of a single industry,
region or country as a result of downturns relating generally to such industry, region or country. Except as
described in Part 1I of this Prospectus, the Company is not required to observe specific diversification criteria.

Insurance on real estate or other assets may not cover all losses

There are certain types of losses, generally of a catastrophic nature, such as earthquakes, floods, hurricanes,
terrorism or acts of war, that may be uninsurable or not ecoromically insurable. Inflation, changes in building
codes and ordinances, environmental considerations, and other factors, including terrorism or acts of war, also
might make the insurance proceeds insufficient to repair or replace a property if it is damaged or destroyed.
Under such circumstances, the insurance proceeds might not be adequate to restore the Company’s economic
position with respect to the affected real property. As a result of the events of 11 September 2001, insurance
companies are limiting and/or excluding, coverage for acts of terrorism in insurance policies. As a result, the
Company may suffer losses from the impact on investments of acts of terrorism or otherwise that are not covered
by insurance. Should an uninsured loss or a loss in excess of insured limits occur, the Company could lose capital
invested in the affected property as well as anticipated future turnover from that property. In addition, the
Company could be liable to repair damage caused by uninsured risks. The Company would also remain liable for
any debt or other financial obligation related to that property. No assurance can be given that material losses in
excess of insurance proceeds will not occur in the future.

The investments which the Company holds are generally illiquid

The investments which the Company holds are generally illiquid, and the securities that the Company may
purchase in connection with privately negotiated transactions may not be registered under relevant securities laws,
resulting in restrictions on their transfer, sale, pledge or other disposition except in a transaction that is exempt
from the registration requirements of, or is otherwise in accordance with, those laws. A majority of the securities
and loans that the Company has acquired as well as a majority of the securities that the Company may in future
acquire have been purchased or may be purchased in private, unregistered transactions and are therefore subject
to restrictions on resale or otherwise have no established rading market. Properties that the Company has
purchased and may purchase also are generally illiquid investments. Such illiguidity may affect the Company's
ability to vary its portfolio or dispose of or liquidate part of its portfolio in a timely fashion and at satisfactory
prices in response to changes in economic, real estate market or other conditions, including, in relation to real
estate, the exercise by tenants of their contractual rights such as those which enable them to vacate properties.
This could have an adverse effect on the Company’s financial condition and results of operations, with a
consequential adverse effect on the market value of the Company’s Shares or on the Company’s ability to make
expected distributions to its shareholders.
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Fluctuations and changes in interest rates may cause losses

Changes in interest rates can affect the Company’s net interest income, which is the difference between the
interest income earned on interest-earning investments and the interest expense incurred on interest-bearing
liabilities. Changes in the level of interest rates also can affect, among other things, the Company’s ability to
acquire loans and securities, the value of its securities and the Company’s ability to realise gains from the
settlement of such assets.

In the event of a significant rising interest rate environment and/or economic downturn, mortgage and loan
defaults may increase and result in credit losses that may be expected to affect the Company’s liquidity and
operating results adversely. Interest rates are highly sensitive to many factors, including governmental monetary
and tax palicies, domestic and international economic and political conditions, and other factors beyond the
Company’s control. '

The Company's ability to execute its business strategy, particularly the growth of its investments, depends to
a significant degree on its ability to obtain additional capital. The Company’s CDO strategy is dependent on its
ability to place the match-funded debt used to finance European real estate securities and other asset backed
securities investments at spreads that provide a positive arbitrage. If spreads for CDO liabilities widen, or if
demand for such liabilities ceases to exist, then the Company’s ability to execute future CDO financings will be
severely restricted.

The Company’s operating results will depend in large part on differences between the income from its
assets, net of credit losses, and its financing costs. The Company anticipates that, in most cases, for any period
during which its assets are not match-funded, the income from such assets will respond more slowly to interest
rate fluctuations than the cost of its borrowings. Consequently, changes in interest rates, particularly short-term
interest rates, may significantly influence the Company’s net income. Increases in these rates will tend to decrease
the Company’s net income and market value of assets. Interest rate fluctuations resulting in the Company’s
interest expense exceeding interest income are expected to result in operating losses for the Company.

The value of investments is subject to changes in credit spreads

The value of the real estate securities and other asset backed securities will be subject to changes in credit
spreads as a result of changes in interest rates and market demand. The value of these securities is dependent on
the yield demanded on these securities by the market. Excessive supply of these securities or a reduced demand
will generally cause the market to require a higher yield on these securities, resulting in the use of a higher, or
“wider”, spread over a benchmark rate to value such securities. Under such conditions, the value of the
Company’s securities portfolio would tend to decline. Conversely, if the spread used to value such securities were
to decrease, or “tighten”, the value of the Company’s securities portfolio would tend to increase.

Furthermore, shifts in the market’s expectations of future interest rates would also affect the yield required
on the Company’s securities and therefore their value. This would have similar effects on the Company’s
portfolio and the Company’s financial position and operations as a change in spreads.

The Company’s investments in mortgage loans will also be subject to changes in credit spreads. The value of
the loans is expected to be dependent upon the yield demanded by the market based on their credit. The value of
the Company’s portfolic would tend to decline should the market require a higher yield on such loans, resulting
in the use of a higher spread over the benchmark rate. If the value of the Company's mortgage loan portfolio were
to decline, it could affect its ability to refinance such portfolio upon the maturity of any related financing. Any
credit or spread losses incurred with respect to the Company’s mortgage loan portfolio would affect it in the same
way as similar losses on its Target Investments and other asset backed securities portfolio as described above.

Hedging transactions may limit gains or result in losses

The Company intends to use derivatives for the purposes of efficient portfolio management. This strategy has
certain risks, including the risk that losses on a hedge position will reduce the cash available for distribution to
shareholders and that such losses may exceed the amount invested in such instruments. The Company intends to
use derivative instruments, including forwards, futures, swaps and options, in its risk management strategy to
Timit the effects of changes in interest rates and foreign exchange rate movements on its operations. A hedge may
not be effective in eliminating all of the risks inherent in any particular position.

The Company will also be exposed to the credit risk of the relevant counterparty with respect to relevant
payments under derivative instruments.




Insolvency of obligors under investments may prevent payment in full or on time

Investments may be subject to various laws for the protection of creditors in the jurisdictions of
incorporation of the obligor and, if different, the jurisdictions from which the obligor conducts its business and in
which it holds its assets, which may adversely affect such obligor’s ability to make payment on a full or timely
basis. These insolvency considerations will differ depending on the country in which an obligor or its assets is
located and may differ depending on the legal status of the obligor.
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The ability of the Company to sell investments and reinvest the proceeds may be restricted

The Company may dispose of certain of its investments and reinvest the proceeds thereof in substitute
investments subject to compliance with the Company’s investment guidelines and certain other conditions,
including the terms of CDO jssuances. The earnings with respect to such substitute investments will depend,
among other factors, on reinvestment rates available at the time and on the availability of investments satisfying
the investment guidelines and otherwise acceptable to the Manager. The need to satisfy such guidelines and
identify acceptable investments may require the Company 10 purchase substitute investments with a lower yield
than those initially acquired or require that the sale proceeds be maintained temporarily in cash which may reduce
the yield.

Disparities between the availability of suitable investments and the availability of suitable funding may lead
to inefficiencies in financing

The Company intends to acquire securities that are Target Investments and finance them on a long-term
basis.

During the period that the Company will acquire securities that are Target Investments, it may finance its
purchases through relatively short-term credit facilities. It is expected that the Company will use credit facilities
such as “warehouse™ lines of credit to finance the acquisition of securities that are Target Investments until a
sufficient quantity of assets is accumulated at which time the Company may refinance these lines through a
securitisation, such as CDO issuance, or other long-term financing. As a result, the Company is subject to the risk
that it will not be able to acquire, during the period that its warehouse facility is available, a sufficient amount of
eligible securities to maximise the efficiency of a financing. In addition, conditions in the capital markets may
make the issuance of a financing less attractive to the Company when it does have a sufficient pool of collateral. If
the Company is unable to issue debt securities to long-term finance these assets, it may be required to seek such
other forms of potentially less attractive, more costly financing or otherwise to liquidate the assets.

Prepayment rates may increase, which may adversely affect the yields on investments

The value of the Company’s assets may be affected by prepayment rates on mortgage loans that serve as
collateral for certain of the investments. Prepayment rates on mortgage loans are influenced by changes in current
interest rates and a variety of economic, geographic and other factors beyond the Company’s control, and
consequently, such prepayment rates cannot be predicted with certainty. In periods of declining mortgage interest
rates, prepayments on mortgage loans generally increase. If general interest rates decline as well, the proceeds of
such prepayments received during such periods are likely 1o be reinvested by the Company in assets yielding less
than the yields on the assets that were prepaid. In addition, the market value of the mortgage assets may, because
of the risk of prepayment, benefit less than other fixed-income securities from declines in interest rates.
Conversely, in periods of rising interest rates, prepayments on mortgage loans generally decrease, in which case
the Campany would not have the prepayment proceeds available to invest in assets with higher yields. Under
certain interest rate and prepayment scenarios the Company may fail to recoup fully the Company’s cost of
acquisition of certain investments.

The Company may be liable for any environmental issues on or in its real estate investments

The Company may be liable for the costs of removal or remediation of hazardous or toxic substances located
on or in its real estate investments. The costs of any required remediation or removal of such substances may be
substantial. The presence of such substances, or the failure to remediate such substances properly, may also
adversely affect the owner’s ability to sell or lease the real estate or to borrow using the real estate as collateral.
Laws and regulations may also impose liability for the release of certain materials into the air or water from a real
estate investment, including asbestos, and such release can form the basis for liability to third persons for
personal injury or other damages. Other laws and regulations can limit the development of and impose liability
for the disturbance of wetlands or the habitats of threatened or endangered species.




3
4
i
1

Property valuation is inherently subjective and uncertain

The valuation of property is inherently subjective due to the individual nature of each property. As a result,
valuations are subject to uncertainty. The valuation reports in Part XII of this Prospectus are made on the basis of
assumptions which may not prove to reflect the true position. There is no assurance that the valvations of the
properties will reflect actual sale prices even where any such sales occur shortly after the relevant valuation date.

The value of the Company’s investments could be affected by a number of factors, some of which are
outside its control

The Company’s operating performance would be adversely affected by a downturn in the property market
resulting in lower capital and rental values. In the event of a default by a tenant or during vacancies, the Company
would experience a rental shortfall, and it could incur additional expenses including legal and surveying costs in
re-letting, maintenance costs, service charges, insurances and marketing costs.

Real estate property values and net operating income from leases can be affected by factors including the
volatility of property revenue and the relevant property’s operating leverage, which generally refers to (i) the
percentage of total property operating expenses in relation to total property revenue, (i) the breakdown of
property operating expenses between those that are fixed and those that vary with revenue, and (iii) the level of
capital expenditure required to maintain the property and retain or replace tenants.

The market value of real estate investments can be affected by factors, including, but not limited to, national,
regional and local economic conditions (which may be adversely affected by business closures or stowdowns and
other factors); political conditions and events; local property market conditions (such as an oversupply of
commercial property); perceptions by prospective tenants and other users of specific properties of the safety,
convenience, condition, services and attractiveness of such properties; the proximity and availability of competing
alternatives to the properties; access to public transportation and major roads; the ability of the property manager
to provide capable management and adequate maintenance of the relevant properties; demographic factors;
consumer confidence; unemployment rates; customer tastes and preferences; retroactive changes to building or
similar regulations; and increases in operating expenses such as energy costs.

The age, construction, quality and design of the buildings on a particular property may affect its occupancy
levels as well as the rents that may be charged for individual leases. Over time, there may be a requirement for
increased maintenance costs and necessary capital improvements in order to maintain a property and to attract
and satisfy major tenants. Also, construction will deteriorate over time if adequate maintenance is not performed
in a timely fashion. If competing properties of a similar type are built in the area where a property is located or
similar properties in the vicinity of a property are substantially updated and refurbished, the value and net
operating income of such property could be reduced.

Some of the Company’s properties may not readily be convertible to an alternative use if such properties
were to become unprofitable due to competition, age of the improvements, decreased demand, regulatory changes
or other factors. The conversion of commercial properties to alternate uses generally requires substantial capital
expenditure. Thus, if the operation of any such property becomes unprofitable the liquidation value of any such
property may be substantially less.

Income received from the Company’s properties would be adversely affected by a number of factors

Income received from, and the value of, properties held by the Company may be adversely affected by a
number of factors, including:

(a) vacancies that lead to reduced occupancy rates which reduce the Company’s income and its ability to
recover certain operating costs such as service charges;

(b) the Company’s ability to collect rent from tenants and other contractual payments on a timely basis or
at all;

(c) tenants seeking the protection of bankruptcy laws which could result in delays in receipt of rental and
other contractual payments, inability 10 collect such payments at all or the termination of a tenant’s
lease, or which could hinder or delay the sale of properties;

(d) the amount of rent and the terms on which lease renewals and new leases are agreed being less
favourable than current leases;

(e) acompetitive rental market may affect rental levels or occupancy levels at the Company’s properties;
and




(f) changes in laws and governmental regulations in relation to real estate, including those governing
permitted and planning usage, taxes and government charges. Such revisions may lead to an increase
In management expenses or unforeseen capital expenditure to ensure compliance. Rights related to
particular properties may also be restricted by legislative actions, such as revisions 10 existing laws or
the enactment of new laws,

Risks Relating to Real Estate Investments
Risks Relating to Office Properties and Shopping Centres

Office properties and shopping centres generate a significant portion of gross rent due to the Company from
its real estate portfolio. The income from and market value of such properties are subject to a number of risks. In
particular, a given property’s age, condition, design, and access to transportation affect the ability of such a
property to compete against other similar properties in the area in attracting and retaining tenants. Other
important factors include the quality and mix of a property’s existing tenants, the quality of its property manager,
the attractiveness of the property and the surrounding area to prospective tenants and their customers, access to
public transportation and major roads and the public perception of safety in the surrounding neighbourhood.
Attracting and retaining tenants often involves refitting, repairing or making improvements to the property, in the
case of an office to accommodate the type of business conducted by prospective tenants or a change in the type of
business conducted by existing major tenants and, in the case of a centre, to. continue to attract customers and
other tenants.

Local and regionat economic conditions and other related factors also affect the demand for and success of 2
property. For example, decisions by companies to locate an office in a given area will be influenced by factors
such as labour cost and quality, and quality of life issues such as those relating to schools and cultural amenities.
Equally, leases at shopping centres may contain turnover rent provisions which can result in Jower income during
periods of low consumer spending. The development of similar properties in proximity to the Company’s real
estate assets may lead to oversupply in the relevant area or the availability of competing property that is perceived
as more attractive than the Company’s property by tenants and/or other users of the relevant properties,

Also, changes in local or regional population patterns and employment growth influence the success of both
office properties and shopping centres and the ability of such properties to generate income 'and sustain market
value. In addition, an economic decline in the businesses operated by tenants can affect office buildings and cause
one or more significant tenants to cease operations and/or become insolvent. A decline in consumer spending
could have a similar effect on a shopping centre. The risk of such an adverse effect is increased if revenue is
dependent on a single tenant or a few large tenants or if there is a poor tenant mix.

Geographic Concentration; The Economies of Germany and Italy

Currently, the Company’s German real estate assets are located across Germany, of which under 15 per cent.
(by space according to a valuation done on or around the time of the acquisition) are located in the former East
Germany. In addition, the real estate assets held by FIP are located throughout Italy. The performance of the
properties depend on the strength of the Jocal economies of such regions and of the German and Italian
economies generally. The level of economic activity in general wilt affect net absorption of commercial and retail
space and increases in rental rates. The economy of the regions where the properties are located may be adversely
affected to a greater degree than that of other areas of Germany, Italy or elsewhere by developments affecting
industries or other economic activity concentrated in each such region. A weakening of the retail and business
sectors in the relevant regions or in Germany or Italy generally may adversely affect demand for space at the
properties and thus affect each such property’s operation, lessen its market value and also lead to increased
vacancy rates. Conversely, strong economic conditions could lead to increased building activity and increased
competition for tenants. In either case, the operation of the properties could be adversely affected. Many of the
Company’s German real estate assets are let to different German retailers. Consolidation among those retailers,
over which the Company would have no control, may adversely affect the Company if it led to the closure of
stores located in properties owned by the Company.

A decline in the commercial property market, in the financial condition of 2 major tenant or a general
decline in the local, regional or national economy will tend to have a more immediate effect on the net operating
income of properties with short-term revenue sources, such as the properties, and may lead to higher rates of
delinquency or defaults under the leases at the properties.

Each of the foregoing circumstances and events may, individually or in the aggregate, adversely affect the
income from and market value of the properties.
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Risks Relating to the Company

The Company’s ability to pay dividends will depend on it receiving sufficient earnings from underlying
investments

The Company currently intends to pay quarterly dividends and to make distributions to Shareholders in
amounts such that all or substantially all of the Company’s net income after any tax in each year, subject to
certain adjustments, is distributed. All distributions will be made at the discretion of the members of the Board of
Directors and will depend on the Company’s earnings, financial condition and such other factors as the Board of
Directors may deem relevant from time to time including limitations under Guernsey company law and the
Listing Rules. There can be no assurances that the Company will be able to pay dividends in the future.
Dividends will not be paid unless the Company generates sufficient earnings.

The Directors believe that the Company has been, and anticipate that it will continue to be, classified as a
PFIC for U.S. federal income tax purposes

Based on the Company’s income, assets and activities, the Directors believe that the Company has been, and
anticipate that it will continue to be classified as a PFIC for U.S. federal income tax purposes. Unless a
U.S. investor makes an election to treat the Company as a “qualified electing fund”, or (“QEF’"), or makes a
“‘mark-to-market™ election with respect to its Shares, “excess distributions” to the U.S. investor, and any gain
recognised by the U.S. investor on a disposition of its Shares, would be subject to adverse tax consequences.
Among other consequences, dividends paid by the Company would be taxed at the regular rates applicable to
ordinary income, rather than the 15 per cent. maximum rate applicable to certain dividends received by an
individual from a qualified foreign corporation. U.S, investors that make a QEF election will be subject to tax on
their pro rata share of the Company’s earnings or net capital gains, whether or not they receive any distributions
from the Company. As a result, U.S. investors may recognise income in a taxable year in amounts significantly
greater than the distributions they receive from the Company. U.S. investors that make a mark-to-market election
will be required for each taxable year that the Shares are held, and upon a disposition of such Shares, to recognise
as ordinary income or loss an amount equal to the difference between the fair market value of their Shares and the
adjusted tax basis of such Shares. The amount of losses that a U.S. investor may recognise under the mark-to-
market rules, however, is limited. See *“Tax Considerations — United States Taxation”.

Risk of adverse tax consequences by reason of having a permanent establishment

If the Company, its SPVs or any subsidiaries were treated as having a permanent establishment in any
country in which it invests, income attributable to such permanent establishment may be subject to tax on a net
basis.

Foreign investment risk and currency rate exposure

The Cempany’s accounts will be denominated in euros while investments are likely also to be made and
realised in other currencies. Changes in rates of exchange may have an adverse effect on the value, price or
income of the investments in the Company. A change in foreign currency exchange rates may adversely impact
returns on the Company’s non-euro denominated investments. The Company’s principal direct non-euro currency
exposure is expected to be to the UK pound sterling. Changes in the currency rates can adversely impact the fair
values and earnings streams of the Company’s holdings.

Movements in the foreign exchange rate between euros and the currency applicable to a particular
Shareholder may have an impact upon such Shareholder’s returns in its own currency of account.

The Shares are subject to restrictions on transfers

The Shares have not been registered in the United States under the Securities Act or under any other
applicable securities law and are subject to restrictions on transfer contained in such laws and in U.S. Employee
Retirement Income Security Act of 1974 (“ERISA™).

There are additional restrictions on the resale of Shares by Shareholders who are located in the United States
or who are U.S. Persons and on the resale of Shares by any Shareholders to any person who is located in the
United States or is a U.S. Person. Prospective investors should refer to the section “Transfer Restrictions” in
Part VIII of this Prospectus.




Risk of the Company’s assets being deemed “plan assets” if it has ERISA investors

Unless an exception applies, if 25 per cent. or more of the Shares (calculated in accordance with ERISA) or
any other class of equity inlerest in the Company are owned, directly or indirectly, by pension plans or other
Benefit Plan Investors, and any of such Benefit Plan Investors are subject to ERISA or Section 4975 of the Code,
assets of the Company could be deemed to be “plan assets™ subject to the constraints of ERISA. Accordingly, no
Benefit Plan Investor that is subject to Title I of ERISA or Section 4975 of the Code will be permitted to acquire
the Shares. Prospective investors should refer to “ERISA Considerations” and “‘Transfer Restrictions” under
Part VIII of this Prospectus. :

The Company will not be registered under the U.S. Investment Company Act

The Company will not be registered as an investment company in the United States under the Investment
Company Act. The Investment Company Act provides certain protections to investors and imposes certain
restrictions on registered investment companies, none of which will be applicable to the Company or investors in
the Company.

Shareholders may not be entitled to the takeover offer protections provided by the City Code on Takeovers
and Mergers

The City Code on Takeovers and Mergers applies to offers for all public companies considered by the
Takeover Panel to be resident in the United Kingdom, the Channel Islands (which includes Guernsey) or the Isle
" of Man.

_ However, the Takeover Panel will normally consider a company resident in the United Kingdom, the
Channel Islands or the Isle of Man only if it is incorporated in one of those jurisdictions and has its place of
central management in one of those jurisdictions.

The Takeover Panel may not regard the Company as having its place of central management in the United
Kingdom, the Channel Islands or the Isle of Man, in which case the Takeover Panel may decline to apply the City
Code (o the Company and Shareholders will not receive the benefit of the takeover offer protections provided by
the Code.

Further, both the United Kingdom and the Netherlands are expected to introduce new provisions to
implement the Takeovers Directive in the United Kingdom and in the Netherlands around May 2006. It is
currently not clear the extent to which either or both sets of provisions will apply to the Company.

Future Share issues could dilute the interests of existing Shareholders and lower the price of the Shares

The Company intends in the future to issue additional Shares in subsequent public offerings or private
placements. The Company is not required under Guernsey law to offer any such Shares to existing Shareholders
on a pre-emptive basis. Therefore, it may not be possible for existing Shareholders to participate in such future
Share issues, which may dilute the existing Shareholders’ interests in the Company. In addition, the issue of
additional Shares by the Company, or the possibility of such issue, may cause the market price of the Shares to
decline.

Risks Relating to the Manager

The Company’s performance is dependent on the Manager, and the Compary may not find a suitable
replacement if the Manager terminates the Management Agreement

The Company is reliant on the Manager, who has significant discretion as to the implementation of the
Company's operating policies and strategies. The Company is subject to the risk that the Manager will terminate
the Management Agreement and that no suilable replacement will be found. In addition, the Directors believe that
the Company’s success depends to a significant extent upon the experience of the Manager’s executive officers,
whose continued service is not guaranteed. The departure of a key executive of the Manager may have an adverse
effect on the performance of the Company.

There are conflicts of interest in the Company’s relationship with the Manager

The Manager or its affiliates manages and invests in other investment vehicles which have investment
objectives which overlap with those of the Company, and some of the members of the Board of Directors also
serve as officers and/or directors of these other entities. These relationships may lead to conflicts of interest. For
example, certain investments appropriate for the Company may also be appropriate for one or more of these other
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invéstment vehicles. It is possible that the Company will not have the opportunity to participate in investments
made by such other investment vehicles which fall within the Company’s investment objectives. When it is
determined that it would be appropriate for the Company and one or more other investment vehicles managed by
the Manager or its affiliates to participate in the same investment opportunity, the Manager will seek to allocate
participation levels on an appropriate basis, taking into account such factors as the relative amounts of capital
available for new investments, relative exposure to market trends and the size, liquidity, financeability and
anticipated term of the proposed investment. The Manager may also engage in additional real estate-related
management and investment opportunities in the future which may also compete with the. Company for
investments. ’

While the Manager does not currently manage any investment vehicle whose core business competes
directly with the Company and while the Management Agreement prevents the Manager from raising or
sponsoring a vehicle whose investment policies, guidelines or plans target as its primary investment category,
investment in credit sensitive European real estate related securities, the Manager is otherwise not limited or
restricted from engaging in any business or managing any other vehicle that invests in Target Investments.

The ability of the Manager and its officers and employees to engage in other business activities will reduce
the time the Manager spends managing the Company. The Company may engage in a material transaction with
the Manager or another entity managed by the Manager provided the transaction is on arm’s length commercial
terms.

The management compensation structure that the Company has agreed to with its Manager may encourage
the Manager 1o invest in high risk investments. In addition to its management fee, the Manager is entitled to
receive incentive compensation based in part upon the Company’s FFO. In evaluating investments and other -
management strategies, the opportunity to earn jncentive compensation based on FFO may lead the Manager to
place undue emphasis on the maximisation of FFO at the expense of other criteria, such as preservation of capital,
in order to achieve higher incentive compensation. Investments with higher yield potential are generally riskier or
more speculative.

The Management Agreement may be difficult and costly to terminate

Termination of the Management Agreement may be difficult and costly. The term of the Management
Agreement is ten years from 13 August 2003, subject to automatic renewal: (i) on the tenth anniversary of its
commencement; and (ii) on each three year anniversary of such date, for an additional three year period unless a
majority of the Shareholders by vote agree that there has been unsatisfactory performance by the Manager that is
materially detrimental to the Company. Unless terminated for cause, and even if terminated on an anniversary
date, the Manager must be paid a termination fee equal to the amount of management fee incurred by the
Manager during the 12 month period preceding such termination. In addition, following any termination of the
Management Agreement, unless the Company, either at the request of the Manager or at its own volition,
purchases the Manager’s right to receive incentive compensation at its fair market value (determined by
independent appraisal to be conducted by an appraisal firm recognised in the United States, and mutually agreed
upon by the Company and the Manager), the Company must continue to pay the incentive compensation to the
Manager following termination or expiration of the Management Agreement which payments could continue for
an indefinite period of time. These provisions may increase the effective cost to the Company of terminating the
Management Agreement.

Broad investment guidelines provide the Manager with a wide range of potential investments each of which
the Directors will not specifically review

The Manager is authorised to follow very broad investment guidelines. The Board of Directors will
periodically review the Company’s investment guidelines and the Company’s investments. However, the Board of
Directors does not review each proposed investment. Transactions eatered into by the Manager may be difficult or
impossible 1o unwind by the time they are reviewed by the Board of Directors.

The foregoing factors are not exhaustive and do not purport to be a complete explanation of all the
risks and significant considerations involved in investing in the Company.
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IMPORTANT INFORMATION

The delivery of this Prospectus shall not under any circumstances create any implications that there has been
no change in the affairs of the Company since the date hereof.

An investment in the Company should be regarded as a long-term investment. There can be no assurance that
the Company’s investment objectives will be achieved.

The Company is subject to the risks associated with high levels of debt financing, including the risk that, in
the medium to long term, available funds will be insufficient to meet payments of interest or capital due to its, or
its subsidiary undertakings’, lenders. This risk could adversely affect the Company’s ability to provide returns to
the holders of Shares and the value of such Shares could be adversely affected. Accordingly, investment in the
Company will involve certain risks and special considerations. The investments of the Company are subject to the
normal market fluctuations and risks inherent in all investments and there can be no assurance that an investment
will retain its value or that appreciation will occur. The price of Shares and the income from Shares can go down
as well as up, and investors may not realise the value of their initial investment. Investors must be able and
willing to withstand the loss of their entire investment.

This Prospectus includes statements that are, or may be deemed to be, “forward-looking statements”. These
forward-looking statements can be identified by the use of forward-looking terminology, including the terms
“believes™, “estimates™, “anticipates”, “expects”, “intends”, “may”, “will” or “‘should” or, in each case, their
negative or other variations or comparable terminology. These forward-looking statements include all matters that
are not historical facts. They appear in a number of places throughout this document and include statements
regarding the intentions, beliefs or current expectations of the Company concerning, amongst other things, the
investment objectives and investment policy, financing strategies, investment performance, results of operations,
financial condition, liquidity, prospects, and dividend policy of the Company angd the markets in which it, and
Special Purpose Vehicles formed by the Company, invest and issue securities. By their nature, forward-looking

statements involve risks and uncertainties because they relate to events and depend on circumstances that may or

‘may not occur in the future. Forward-looking statements are not guarantées of future performance. The

Company’s actual investment performance, results of operations, financial condition, liquidity, dividend policy
and the development of its financing strategies may differ materially from the impression created by the forward-
looking statements contained in this document. In addition, even if the investment performance, results of
operations, financial condition, liquidity and dividend policy of the Company, and the development of its
financing strategies, are consistent with the forward-looking statements contained in this document, those results
or developments may not be indicative of results or developments in subsequent periods. Important factors that
could cause these differences include, but are not limited to:

» the risk factors set forth above in the section entitled “Certain Risk Factors™ in this Prospectus;
* changes in economic conditions generally and the real estate and debt markets specifically;
* changes in the Company’s business strategy;

* changes in interest rates and/or credit spreads, as well as the success of the Company’s hedging strategy
in relation to such changes;

* impairments in the value of the collateral underlying the Company’s investments in asset backed
securities;

* impairments in the value of the Company’s real estate investments;
* legislative/regulatory changes;
* changes in taxation regimes;

* the Company’s continued ability to invest the cash on its balance sheet and the proceeds of this Offer in
suitable investments on a timely basis;

*» the availability and cost of capital for future investments; and
* competition within the finance and real estate industries.

Potential investors are advised to read this document in its entirety before making any investment in Shares
and, in particular, the sections of this document entitled “Summary™, “Certain Risk Factors”, Part I “The
Company and its Business”, Part Ifl “*Operating and Financial Review and Prospects”, Part IV “Management of
the Company”, Part IX “Consolidated Financial Information for the period ended 31 December 2004”, Part X
“Unaudited Results for the six month period ended 30 June 2005”" and Part XI “Unaudited results for the nine
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month period ended 30 September 2005”, for a further discussion of the factors that could affect the Company’s
future performance. In light of these risks, uncertainties and assumptions, the events described in the forward-
looking statements in this document may not occur. All Shareholders are entitled to the benefit of, are bound by,
and are deemed to have notice of, the provisions of the Memorandum and Articles of Association of the
Company which investors should review.

Information attributed to or sourced from third parties in this Prospectus has been accurately reproduced and
as far as the Company is aware and is able to ascertain from information published by the stated sources, no facts
have been omitted which would render the information inaccurate or misleading.

Subject to its legal and regulatory obligations, the Company expressly disclaims any obligations to update or
revise any forward-looking statement contained herein to reflect any change in expectations with regard thereto or
any change in events, conditions or circumstances on which any statement is based.

Prospective investors must not treat the contents of this Prospectus as advice relating to legal, taxation,
investment or any other matters. Prospective investors must inform themselves as to: {(a) the legal requirements
within their own countries for the purchase, holding, transfer, redemption or other disposal of Shares; (b) any
foreign exchange restrictions applicable to the purchase, holding, transfer, redemption or other disposal of Shares
which they might encounter; and (c) the income and other tax consequences which may apply in their own
countries as a result of the purchase, holding, transfer, redemption or other disposal of Shares. Prospective
investors must rely upon their own representatives, including their own legal advisers and accountants, as to legal,
tax, investment or any other related matters concerning the Company and an investment therein.

Investors should note that Morgan Stanley & Co. International Limited and/or its affiliates have acted, and in
some cases, continue to act, in various capacities in relation to the issuers of certain securities in which the
Company invests or may invest; including as manager, servicer, security trustee, equity holder and/or secured
lender to affiliates of the issuer of the relevant securities. Each role confers specific rights to and obligations on
Morgan Stanley & Co. International Limited and/or its affiliates. In carrying out these rights and obligations the
interests of Morgan Stanley & Co. International Limited and/or its affiliates may not be aligned with the interests
of a potential investor in the Company’s shares. Morgan Staniey & Co. International Limited and/or its affiliates
in their capacity as lender to certain of the issuers of securities in which the Company invests or its affiliates may
hold security interests in various of those issuers” assets, some of which assets may also secure obligations owed
to holders of the relevant issuer’s securities, which may include the Company.

Neither the Shares nor the Company have been approved or disapproved by any governmental or regulatory
authority of any country or jurisdiction, nor has any such governmental or regulatory authority passed upon or
endorsed the merits of the Company or an investment in its Shares. The consent of the Policy Council of the
States of Guernsey under the Control of Borrowing (Bailiwick of Guernsey) Ordinances 1959 to 1989 has been
obtained for each issue of Shares by the Company. It must be specifically understood that, in giving consent,
neither the Guernsey Financial Services Commission nor the States of Guernsey Policy Council takes any
responsibility for the financial soundness of the Company or for the cormrectness of any of the statements made or
opinions expressed with regard to it. :

THE SHARES HAVE NOT BEEN APPROVED OR RECOMMENDED BY THE UNITED STATES
SECURITIES AND EXCHANGE COMMISSION OR ANY U.S. STATE SECURITIES COMMISSION
OR OTHER REGULATORY AUTHORITY NOR HAVE SUCH AUTHORITIES CONFIRMED THE
ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION
TO THE CONTRARY IS A CRIMINAL OFFENCE IN THE UNITED STATES.

The distribution of this Prospectus and the offer, sale and/or.issue of Shares in certain jurisdictions may be
restricted by law. Persons into whose possession this document comes are required by the Company and Morgan
Stanley & Co. International Limited to inform themselves about, and to observe, any such restrictions. -

This Prospectus does not constitute, and may not be used for the purposes of, an offer or an invitation to
subscribe for any Shares by any person in any jurisdiction: (i) in which such offer or invitation is not authorised;
or (ii) in which the person making such offer or invitation is not qualified to do so; or (iii) to any person to whom
it is unlawful to make such offer or invitation. The distribution of this Prospectus and the offering of Shares in
certain jurisdictions may be restricted. Accordingly, persons outside the United Kingdom into whose possession
this documem comes are required by the Company and Morgan Stanley & Co. International Limited to inform
themselves about and to observe any restrictions as to the offer or sale of Shares and the distribution of this
document under the laws and regulations of any territory in connection with any applications for Shares in the
Company, including obtaining any requisite governmental or other consent and observing any other formality
prescribed in such territory. No action has been taken or will be taken in any jurisdiction by the Company,
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Morgan Stanley & Co. International Limited, the Manager or the Administrator that would permit a public
offering of Shares in any jurisdiction where action for that purpose is required, nor has any such action been taken
with respect to the possession or distribution of this document other than in any jurisdiction where action for that
purpose is required.

The distribution of this document and the offer, sale and/or issue of Shares has not been and will not be
registered under the Securities Act, any state securities laws in the United States or, except as set out in this
Prospectus, the securities laws of any other jurisdiction and may not be reoffered, resold, pledged or otherwise
transferred except as permitted by the Company's Articles of Association and as provided in this Prospectus.

Further, no purchase, sale or transfer of Shares may be made unless such purchase, sale or transfer will not
result in the assets of the Company constituting “plan assets” within the meaning of the U.S. Employee
Retirement Income Security Act of 1974, as amended (“ERISA™) that are subject to Title I of ERISA or
Section 4975 of the U.S. Internal Revenue Code of 1986, as amended (the “Code™). Accordingly, investors using
assets of retirement plans or benefit plans that are subject to ERISA or Section 4975 of the Code (including, as
applicable, assets of an insurance company general account) will not be permitted to acquire Shares, and each
investor will be required to represent or will, by its acquisition of a Share be deemed to have represented, that it is
not a “benefit plan investor’” within the meaning of ERISA that is using assets of a plan that is subject to ERISA
or Section 4975 of the Code. Any purported purchase or transfer of a Share that would cause the Company’s
assets to be deemed to be “plan assets” under ERISA that are subject to Title I of ERISA or Section 4975 of the
Code, or otherwise does not comply with the foregoing, is subject to restrictions as provided in the Company’s
Articles of Association and this Prospectus.

The Shares are transferable subject to the restrictions described herein. Each transferor of Shares agrees to
provide notice of the transfer restrictions set forth herein to the transferee.

THE MANAGER IS EXEMPT FROM REGISTRATION WITH THE COMMODITY FUTURES
TRADING COMMISSION AS A COMMODITY POOL OPERATOR BECAUSE PARTICIPATION IN THIS
POOL IS LIMITED, IN THE CASE OF U.S. PERSONS, TO CERTAIN INDIVIDUALS WHO ARE WITHIN A
SUBCLASS OF QUALIFIED ELIGIBLE PERSONS (“QEPs"”) AND TO ENTITIES THAT ARE EITHER
QEPs OR ACCREDITED INVESTORS, RECOGNISED UNDER THE FEDERAL SECURITIES AND
COMMODITIES LAWS. THEREFORE, THE MANAGER IS NOT REQUIRED TO DELIVER A
DISCLOSURE DOCUMENT AND A CERTIFIED ANNUAL REPORT TO PARTICIPANTS IN THIS POOL.

Notice to New Hampshire Residents only

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A
LICENCE HAS BEEN FILED UNDER RSA 421-B WITH THE STATE OF NEW HAMPSHIRE NOR THE
FACT THAT A SECURITY IS EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE
OF NEW HAMPSHIRE CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF THE STATE OF
NEW HAMPSHIRE THAT ANY DOCUMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT
MISLEADING. NEITHER ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION OR EXCEPTION IS
AVATLABLE FOR A SECURITY OR A TRANSACTION MEANS THAT THE SECRETARY OF STATE OF
THE STATE OF NEW HAMPSHIRE HAS PASSED IN ANYWAY UPON THE MERITS OR
QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN APPROVAL TO, ANY PERSON, SECURITY OR
TRANSACTION. IT IS UNLAWFUL TO MAKE OR CAUSE TO BE MADE, TO ANY PROSPECTIVE
PURCHASER, CUSTOMER OR CLIENT ANY REPRESENTATION INCONSISTENT WITH THE
PROVISIONS OF THIS PARAGRAPH.

Available Information

For so long as any of the Shares are in issue and are “restricted securities” within the meaning of
Rule 144(a)(3) under the Securities Act, the Company will, during any period in which it is not subject to
Section 13 or 15(d) under the Exchange Act, nor exempt from reporting under the Exchange Act pursuant to
Rule 12g3-2(b) thereunder, make available to any holder or beneficial owner of a Share, or to any prospective
purchaser of a Share designated by such holder or beneficial owner, the information specified in, and meeting the
requirements of, Rule 144A(d)(4) under the Securities Act.

Service of Process and Enforcement of Civil Liabilities

The Company is incorporated under Guernsey law. Service of process upon Directors and officers of the
Company, the majority of whom reside outside the United States, may be difficult to obtain within the United
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States. Furthermore, since most directly owned assets of the Company are outside the United States, any
judgment obtained in the United States against it may not be collectible within the United States. There is doubt
as to the enforceability in England and Guernsey, in original actions or in actions for enforcement of judgments
of U.S. courts, of civil liabilities predicated upon U.S. federal securities laws. '

Presentation of Financial Information

The consolidated financial information contained in Part IX of this Prospectus has been extracted, without
material adjustment, from the audited consolidated financial statements of the Company for the year ended
31 December 2004. Similarly, the financial information contained in Parts X and XI of this Prospectus has been
extracted, without material adjustment, from the unaudited results for the Company for the six-month period
ended 30 June 2005 and the nine-month period ended 30 September 2005 respectively.

The financial statements of the Company are prepared under International Financial Reporting Standards
(IFRS).

Certain financial information in this Prospectus has been rounded and, as a result, the totals of the data
presented may vary slightly from the actual arithmetic totals of such information.
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PART 1

EUROPEAN ABS AND REAL ESTATE MARKET OVERVIEWS

European ABS Market

The European asset backed securities market has experienced significant growth over the last decade. The
Directors estimate that the European market currently consists of approximately U.S.$600 billion of outstanding
debt™, and new issuance has grown at a compounded annual rate of 32,7 per cent. since 1996,

European ABS New lIssuance

B P 1 W0 M W W 264 rojeed

(U.8.3 in Billions)
Real estate related securities 15 13 27 47 73 80 122 161 220
Other ABS 30 25 30 34 49 51 75 137 110
Total =45__ ﬁ 7 81 122 131 197 ﬁ 330

I

Note: Numbers in this table are rounded so may not add to the total shown.

Source: Morgan Stanley Fixed Income Research

According to the Directors’ estimates, new issuance of European ABS reached an all time high of
approximately U.S.$298 billion in 2004, including CMBS of U.S.$24 biltion®. The Directors believe that there
will be increasing supply over the next few years of European CMBS, as this market has been consistently
growing each year, resembling the scale and growth of the United States market a decade ago. The Directors
estimate that European real estate backed securities (CMBS and RMBS) represent the largest component of the
European ABS market, accounting for 54 per cent. of the estimated new ABS issuance in 2004,

The European ABS market is diversified by collateral and increasingly diversified by country. While the UK
has historically dominated European issuance (in part due Lo a supportive insolvency regime and favourable lease
structures), this is slowly changing, as Italy and Spain become increasingly significant. The Directors currently
expect France and Germany to grow in importance to the primary market over the medium term and provide
increasing liquidity for investors.

The Directors expect strong growth in European ABS markets over the next few years. A broadening
investor base is expected 1o increase the efficiency of the ABS market, leading to better execution for issuers. In
addition, new capital regulations are expected to put pressure on some originators to securities assets they
currently hold in their portfolios.

European Real Estate Market

The Directors estimate that in 2004 a total of €95.6 billion was invested in European real estate, representing
an increase of 7 per cent. from their estimate for 2003 and 49 per cent. from their estimate for 2000”. The
Directors expect this increase in investment to continue for the remainder of 2005.

The Directors believe that investment in European real estate presents a significant growth opportunity. In
particular, the Directors believe that there is substantial opportunity for investment in credit lease real estate via
sale-leaseback transactions. Recently, European corporations have been searching for ways to raise capital and
are increasingly effecting such sale-leaseback transactions. The growing volume of these transactions marks a
departure from a long held praciice among European corporations of holding property on-balance sheet. It is also
part of a bigger transformation in the way European companies finance, lease and manage property.

Such credit lease transactions (which have been common in the United States for many years) were
relatively rare in Europe until recent years, when a recession, increasing competitive pressure and heightened

(3) Source: Directors estimate based on published research

{2) Source: Morgan Stanley Fixed Income Division Research

(3) Source: Directors estimate based on published research

(4) Source: Directors estimate based on Morgan Stanley Fixed [Income Division Research

(5) Source: Directors estimate based on JLL European Capital Markets Bulletin
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emphasis on shareholder value caused companies to review their balance sheets for non-strategic assets and to
consider the divestiture of real estate as a way to raise capital for their core businesses and allow them to reduce
debt, invest in new technology or increase flexibility. Such credit lease transactions provide a company with
access to 100 per cent. of the value of its real estate, while retaining control of such real estate.

Throughout Europe, companies have completed rea} estate transactions totalling approximately €37 billion
over the last seven years'®, and the Directors believe that the potential for more deals is substantial for investors
and owner-occupiers, with an estimated €59 billion of aggregate transaction value up to 2009, European
companies currently own about 66 per cent. and lease approximately 34 per cent. of the real estate in which they
operale™, which is roughly the opposite of the proportion in the United States®). The Directors believe that credit
Jease transactions will be a significant method by which investors will invest substantial capital into European real
estate over the next three to four years.

(6) Source: DTZ Research Money into Property
(7) Source: DTZ Research Money into Property
(8) Source: DTZ Research Money into Property
(9) Source: DTZ Research Money into Property
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PART I

THE COMPANY AND ITS BUSINESS

The financial information as at 30 September 2005 set out in this Part Il has been derived from the
Company’s unaudited interim results for the nine months ended 30 September 2005 and iis management
accounts.

Introduction

The Company is a closed-ended limited liability investment company formed to invest in the growing ABS
and real estate markets in Europe. The Company invests primarily in European real estate investments, and
European real estate related debt, It is regulated as a closed-ended fund by the Guernsey Financial Services
Commission.

The Company seeks to finance its investments in such a way as to reduce exposure to interest rate, currency
and refinancing risk, while retaining flexibility to monitor and manage any potential or perceived credit exposure.
The Company’s return on equity is the difference, or net spread, between the return on its investments and its
costs of financing.

Investment Objectives and Policy

The Company’s investment objectives are to deliver stable dividends and attractive risk-adjusted returns for
Shareholders through prudent asset selection and the use of match-funded financing structures, where
appropriate, which are intended to reduce interest rate, currency and refinancing risks. The Company seeks to
deliver returns by optimising the difference between the yield on investments and the cost of financing these
investments.

The Company’s investment activities target substantially, but not exclusively, two distinct categories of
investment:

European Real Estate Investments
Investments within this category fall into two principal sub-categories:
(i)  European Real Estate Assets:

The Company acquires direct interests in rea) estate. As of 30 September 2005, investments in direct
real estate represented (on an unaudited basis) approximately 21 per cent. of the Company’s gross
assets.

(ii) Other Real Estate Investments

The Company also makes investments which, while not direct real estate assets, give it exposure to
real estate assets. An example of such an investment is the units in FIP it acquired in July 2005. As of
30 September 2005 investments falling in this sub-category represented (on an unaudited basis)
approximately 9 per cent. of the Company’s gross assets.

European Real Estate Related Debt
Investments within this category fall into two principal sub-categories:
(i)  European Real Estate and Other Asset Backed Securities:

The Company acquires moderately credit sensitive -asset backed securities, including CMBS, RMBS
and other ABS. The Company generally targets investments with a credit rating, determined by
internationally recognised rating agencies, from A down to BB. As of 30 September 2005, its
investments (including restricted cash) in these asset backed securities represented 62 per cent. (on an
unaudited basis) of the Company's gross assets with an average rating of BBB+.

(ii) European Real Estate Related Loans:

The Company acquires loans made at moderate leverage levels to well capitalised real estate operators
with established track records. These loans include real estate related B Notes, mezzanine loans, bank
loans and real estate loans. As of 30 September 2005, its investments in real estate related loans
represented 5 per cent. (on an unaudited basis) (by carrying value) of the Company’s gross assets.
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The remaining 3 per cent. of the Company’s gross assets as at 30 September 2005 (on an unaudited basis)
are held in cash and other current assets.

The Company’s strategy for real estate investment is primarily to acquire property leased to creditworthy
tenants with term financing and to hold these assets for the medium to long-term and lock-in the net spread
between financing costs and rental income.

The Company does not have specific policies as to the allocation among types of its investments since its
investment decisions depend on changing market conditions. Instead, the Company focuses on relative value and
in-depth risk/reward analysis (with an emphasis on asset quality and principal protection), diversification, suitable
financing and credit risk management.

Asset Quality and Diversification

The Company seeks to diversify its investments by asset type, industry, location, issuer and tenant. The
Company expects that this diversification will help minimise the risk of capital loss.

As at 30 September 2005 (on an unaudited basis):

Real Estate Investments

* the Company’s direct real estate investments amounted to 21 per cent. of the Company’s gross assets and
comprised 126 properties in Germany with an aggregate value of €398 million.

* The Company’s other real estate investments amounted to 9 per cent. of the Company’s gross assets and
comprised 1450 units in FIP,

Real Estate Related Debt

+ the Company’s asset backed securities portfolio comprised 101 securities with an aggregate face amount
of €1,172.4 million and an average investment size of approximately €11.6 million. Of this portfolio,
2 per cent. was rated AAA, S per cent. was rated AA, 22 per cent. was rated A, 63 per cent. was rated
BBB and 8 per cent. was rated BB; 51 per cent. was CMBS, 20 per cent. was RMBS and 29 per cent.
was other ABS; and

+ the Company’s real estate related loans represented (by carrying value) 5 per cent. of the Company’s
gross assets, and comprised four loans secured over commercial real estate or cash in the United
Kingdom and one loan secured over commercial real estate in France.

Recent Developments
FIP?

The Company has acquired approximately 11 per cent. of the Class A units in FIP — Fondo Immobili
Pubblici (“FIP”") for approximately €190 million. FIP is the first real estate investment fund promoted by the
Italian Ministry of Economy and Finance. FIP owns a portfolio of approximately 400 non-residential urban
properties spread across the Republic of Italy with a concentration in North and Central Italy. The properties have
an aggregate leased area of approximately 2.6 million square metres and are Jeased to and occupied by various
Italian government agencies. The properties are managed on behalf of FIP by Investire Immaobiliare in retum for a
management fee that is payable by FIP. The whole portfolio is subject to a nine-year lease with an extension
option of a further nine years. It also contains sell-down rights under which it is expected that, following an initial
2 year lock-up, the portfolio will be sold on a staggered basis over an 11 year period. -

The FIP properties ‘were transferred to FIP at a price of €3.3 billion but as at 31 December 2004 were
independently adjudicated to have a market value of approximately €3.7 billion. The acquisition of the properties
by FIP was financed through a 15-year senjor loan which at closing amounted to €1,994 million or 60 per cent of
the transfer valve. Substantially all of the remainder of transfer price was, after a bridging period, ultimately
financed in July 2005 through the issue of 13,292 Class A Units (at the date of this Prospectus the Company owns
1500 Class A Units).

(1) The information in this paragraph regarding FIP and its property portfolio was provided to the Company in its capacity as an investor by
FIP and its manager.
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Belfry Portfolio

The Company has acquired a portfolio of retail properties in various locations across Germany (the “Belfry
Portfolio™) for approximately €71 million. The Belfry Portfolio comprises 28 properties, the majority of which
are leased to prominent German retailers with long term leases.

The properties are mostly recently developed retail assets, generally in grocery, discounter or supermarket
formats with an aggregate lettable area of approximately 55,000 square metres. The portfolio currently benefits
from over 98.8 per cent occupancy and in-place leases have a weighted-average lease term of 10 years. Over
85 per cent. of the Belfry Portfolio’s income is due from national retailers including Rewe, Aldi, KiK Schlecker
and Plus.

Bastion Portfolio

The Company has acquired a portfolio of recently developed grocery stores (the “Bastion Portfolio”) in a
sale-leaseback transaction with Edeka Handelsgesellschaft Sudwest GmbH (“Edeka Southwest”). The
transaction size is approximately €36 million. The Bastion Portfolio comprises 13 properties which are located in
small cities and towns in southwestern Germany, primarily between Frankfurt, Stuttgart and Saarbrucken. All the
properties are large format supermarkets and in aggregate have approximately 25,000 square meters of leaseable
space.

Edeka is a leading German grocery chain with €31.5 billion in annual revenue and in excess of 8,500 stores
in Germany with over 200,000 employees®. All 13 properties are or will be leased to Edeka Southwest, the
regional subsidiary. 12 properties will benefit from 15-year net leases, while one property will be subject to a
12-year Jease with extension options. '

Truss Portfolio

The Company is in the process of acquiring a portfolio of retail properties held by various unconnected
sellers in various locations across Germany (the “Truss Portfolio”).

As at 1 December 2005 the Company had entered into purchase agreements to acquire 31 properties. The
aggregate purchase price of these properties will be approximately €80 million. These properties are mostly
recently developed retail assets, generally in grocery, discounter or supermarket formats, and have an aggregate
lettable area of approximately 63,000 square metres. They currently benefit from almost 98.9 per cent.
occupancy. In-place leases have a weighted-average lease term of approximately 10 years and over 85 per cent. of
income is derived from national retailers including Plus, LIDL, Aldi, REWE and Edeka.

The acquisition of the properties that the Company has signed purchase agreements in respect of, and
payment of the purchase price by the Company, is subject to the satisfaction of conditions precedent which are
customary in the German market.

The Directors also expect the Company to acquire further similar properties that the Manager has identified
and that would, following their acquisition, form part of this portfolio. If all of these additional properties were
acquired, the aggregate purchase price for all of the assets making up the portfolio would be approximately
€106 million.

Further information regarding the Company’s direct real estate investments-is provided in the Valuation
Reports contained in Part XII of this Prospectus. The Valuation Report relating to the Truss Portfolio only covers
those properties in respect of which the Company had signed purchase agreements as of 1 December 2005.

Securities and Loans Portfolio

Between 30 September 2005 and 6 December 2005, the Company acquired or committed to acquire
" securities for approximately €151.9 million and real-estate backed loan interests {(or instruments allowing
economic exposure to loans) for approximately €27.8 million.

In addition, on 8 December 2005, Eurocastle CDO I declared that it was fully invested.

(2) Source: Edeka website www.edeka.de
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Credit Risk Management

Credit risk refers to each individual debt issuer, borrower or tenant’s ability to make required interest,
principal or rental payments on the scheduled due dates.

The Company makes securities or loan investments that offer attractive risk-adjusted returns with long-term
principal protection under a variety of default and loss scenarios. While the expected yield on these investments is
sensitive to the performance of the underlying assets, in relation to securities, the first risk of default and loss is
usually borne by the more subordinated securities or other features of the securitisation transaction and, in
relation to loans, the selection of moderately leveraged loans to well capitalised borrowers mitigates the risk of
principal loss. The Company’s real estate investments are intended to offer risk-adjusted returns through the
selection of assets leased to tenants who are believed to be of high credit quality.

The Company further reduces credit risk by actively monitoring its investments and their underlying credit
quality and, where appropriate, repositioning investments to upgrade their credit quality and yield. A significant
portion of the Company’s investments are financed with collateralised debt obligations. The Company’s CDO
securities and loans financings (see “Financing” below) offer structural flexibility to manage credit risk.

Consolidated Subsidiaries and Special Purpose Vehicles

The Company holds its investments either directly, through subsidiaries or indirectly through leveraged
special purpose vehicles (“SPVs”'). In the case of SPVs, the ordinary share capital of the SPVs is held by a third
party trust unconnected to the Company or the Manager, but the SPVs are nevertheless consolidated with the
Company because, in substance, the Company retains the majority of the residual or ownership risks related to
each SPV and its assets in order to obtain benefit from the SPV’s activities. Currently, the Company holds its
securities and loan investments through four SPVs, Eurocastle Funding Limited, Eurocastle CDO 1 plk,
Eurocastle CDO 11 ple, Eurocastle CDO I plc and Eurocastle CDO IV plc, all of which are incorporated in
Ireland. Over time the Directors expect the Company to establish additional SPVs to finance the acquisition of
further investments. For a summary of how the Company uses SPVs to implement its match-funded financing
strategy for its securities and loan investments, see “Financing Strategy and Match-Funded Discipline” below.

The Company holds its real estate investments through its subsidiary Luxgate S.a r.). which in turn holds
each investment through an intermediate holding company (Bastion Participation Lux S.a r.l. in the case of the
Bastion Portfolio, Belfry Participation Lux S.A r.l. in the case of the Belfry Portfolio, Truss Lux Participation
S.arl in the case of properties within the Truss Portfolio, and Eurobarbican S.a r.l. in the case of the Deutsche
Bank Portfolio) which hold the assets in the relevant jurisdiction through one or more local vehicles. The
Company’s investment in FIP is held through Finial S.a r.l. which is also a wholly owned subsidiary of Luxgate
Sarl

The Company does not have, and does not currently anticipate having, any off-balance sheet financing.

Investment Guidelines

The Board of Directors has adopted general guidelines for investments and borrowings which are currently
as follows:

* no single investment by the Company will exceed 20 per cent. of the gross assets of the Company;

* no one real property (including all adjacent or contiguous properties) will, at the time of acquisition,
represent more than 15 per cent. of the gross assets of the Company;

* income receivable from any one real property tenant, or tenants within the same group, in respect of any
financial year, wiil not exceed 20 per cent. of the Company’s total income in that financial year;

» at least 90 per cent. by value of real properties held will be in the form of frechold or long leasehold
properties or the equivalent;

*+ the proportion of the Company’s real property portfolio which is unoccupied or not producing income or
which is in the course of substantial development, redevelopment or refurbishment will not exceed
25 per cent. of the value of the Company’s gross assets;

¢ the Company will not retain more than 15 per cent. of its net profits (before gains and losses on the
disposal of properties and other investments);

* leverage will not exceed 95 per cent. of the value of the Company’s gross assets;
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+ the Company will not co-invest with the Manager or any of its affiliates {(other than Company affiliates)
unless (i} the co-investment is otherwise in accordance with the Company’s investment guidelines and
(i1) the terms of such co-investment are at least as favourable to the Company as to the Manager or such
affiliate (as applicable) making such co-investment;

* not more than 10 per cent., in aggregate, of the value of the gross assets of the Company will be invested
in other listed investment companies (including listed investment trusts), except: where the investment
companies themselves have stated investment policies to invest no more than 15 per cent. of their gross
assets in other listed investment companies (including listed investment trusts); and

* save in respect of its real estate investments, the Company will not control or seek to control, or be
actively involved in the management of, any companies or businesses in which it invests, and will not
take legal or management control of investments in its portfolio.

The above guidelines do not apply to the Company’s investments in SPVs or subsidiaries through which any
investment is held and, for example, such investments may represent more than 20 per cent. of the Company’s
gross assets. The Manager has agreed, however, in the Management Agreement, to manage the assets of any SPV
or subsidiary such that the investment policy of the SPV or subsidiary conforms with the investment policies and
investment guidelines of the Company. As at the date of this Prospectus, the only SPVs are Eurocastle CDO I,
Eurocastle CDO I, Eurocastle CDO 11, Eurocastle CDO IV and Eurocastle Funding and the only subsidiaries
are Luxgate S.2 r.l. and the wholly owned subsidiary companies of Luxgate S.a r.l. through which the Company
holds its investments.

Many of the current investment guidelines reflect requirements that apply to the Company under the Listing
Rules as a result of its London Listing. The Directors have reviewed the investment guidelines and the extent to
which it would be appropriate to amend them in view of the impending cancellation of the Company’s London
Listing and they have decided that the guidelines should be amended as of the date of cancellation of the
Company’s London Listing to be as foliows:

* leverage will not exceed 95 per cent. of the Company’s gross assets; and

» the Company will not co-invest with the Manager or any of its affiliates (other than Company affiliates)
unless (i) the co-investment is otherwise in accordance with the Company’s investment guidelines and
(ii) the terms of the co-investment are at least as favourable to the Company as to the Manager or such
affiliate (as applicable) making such co-investment.

The Board will keep the Company’s investment guidelines under review and will determine the extent to
which further changes to them are appropriate having due regard to the Shareholders’ interests. If and when
further changes are made, they will be notified to Shareholders through the usual channels.

The Company will disclose in its annual accounts details of any breaches of the Investment Guidelines that
have occurred during the relevant financial year and the action taken to remedy them.

The Company may acquire assets from the Manager or its affiliates, including securities issued by the
Manager or its affiliates, and the Company may sell assets to the Manager and its affiliates, including securities
issued by the Manager and its affiliates, provided in each case that such transaction complies with the Company’s
investment guidelines and the transaction is on arm’s length commercial terms.

Target Investments

The Company intends to continue to invest in the following categories of investments.

European Real Estate Assets

The Company intends to continue to invest in real estate assets generally by purchasing properties leased to
high quality tenants on a credit lease basis. Credit leases generally place the economic burden of ownership on
the tenant by requiring them to pay the costs of maintenance, insurance, taxes, structural repairs and other
operating expenses. :

In addition to the Bastion, Belfry and Truss Portfolios described earlier in this Part 11, the Company acquired
96 properties in Germany (contained in 110 parcels of real estate for the purposes of the relevant municipal
register) through a sale/leaseback transaction with Deutsche Bank in December 2004. This portfolio (the
“Deutsche Bank Portfolio™) is approximately 295,000 square metres spread across 90 cities and towns
throughout Germany and predominantly consists of office buildings. As at 31 December 2004, it contained 11 per




cent. of Deutsche Bank’s retail bank branches in Germany, and Deutsche Bank is expected to produce 68 per
cent. of the portfolio’s revenue from 52 per cent. by space in 2005. Deutsche Bank has leased the properties
under two arrangements: (i) 67 per cent. of the space (as at 31 December 2004) is leased to Deutsche Bank on
fixed lease terms (of which approximately two-thirds is leased for ten years); and (ii) 33 per cent. (as at
31 December 2004) is on flexible lease terms (of which approximately one-third is leased to Deutsche Bank). The
bank has the option to vacate half of this flexible lease space in the first five years, a further ten per cent. on the
eighth anniversary and the final 40 per cent. on the tenth anniversary.

Since the acquisition of the Deutsche Bank Portfolio, the Company has added 16 new leases bringing the
total occupancy of this portfolio to approximately 76 per cent.

Other European Real Estate Investments

The Company intends to continve to make other investments which, whilst not direct investments, give it
exposure to real estate assets which are Jeased on a credit lease basis. Its investment in FIP is an example to such
an investment.

European Real Estate and Other Asset Backed Securities
CMBS

CMBS are debt securities secured by or evidencing ownership interests in a single mortgage loan secured by
a commercial property or a pool of mortgage loans secured by commercial properties. These securities may be
senior, subordinate, investment grade or non-investment grade. The yield on CMBS will depend, in part, on the
timely payment of interest and principal due on the underlying mortgage loans, and defaults by the borrowers on
such loans may ultimately result in deficiencies and defaults on the CMBS. In the event of a default, the trustee
for the benefit of the holders of CMBS will typically have recourse only to the underlying pool of mortgage loans
and, if a loan is in default, to the mortgaged property securing such mortgage loan. After the trustee has exercised
all of the rights of a lender under a defaulted mortgage loan and the related mortgaged property has been
liquidated, typically no further remedy will be available. However, holders of relatively senior classes of CMBS
will be protected 1o a certain degree by the structural features of the securitisation transacticn within which such
CMBS were issued, such as the subordination of the relatively more junior classes of the CMBS.

The credit quality of CMBS depends primarily on the credit quality of the underlying mortgage loans.
Among the factors likely to determine the credit quality of a mortgage loan are (i) the principal amount of the
mortgage loan relative to the value of the related mortgaged property at origination and at maturity, (ii) the
creditworthiness of tenants occupying the underlying properties, (iii) the purpose of the mortgage loan (e.g.,
refinancing or new purchase), (iv) the mortgage loan terms {e.g., amortisation, balloon amounts, reserves,
prepayment terms, lease duration), and (v) the geographic location of the mortgaged property securing the
mortgage loan.

The Directors expect that the majority of the Company’s CMBS investments will be rated by at least one
internationally recognised rating agency. The majority of investments in CMBS are intended to consist of
securities that are part of a capital structure or securitisation where the rights of such class to receive principal and
interest are subordinate to senior classes but senjor to the rights of lower rated classes of securities.

RMBS

RMBS are debt securities secured by or evidencing ownership interests in pools of mortgage loans secured
by residential properties.

Like CMBS, the yield on RMBS depends, in part, on the timely payment of interest and principal due on the
underlying mortgage loans by the borrowers, and defaults by such borrowers may ultimately result in deficiencies
and defaults on the RMBS. In the event of a default, the trustee for the benefit of the holders of RMBS has rights
similar to corresponding rights of a CMBS trustee.

Like CMBS, credit quality of the underlying mortgage loans is a function of factors such as (i) the principal
amount of the mortgage loans relative to the value of the retated mortgaged properties, (ii) the creditworthiness of
the borrowers, (iii) the purpose of the mortgage loans (e.g., refinancing or new purchase), {(iv) the mortgage loan
terms (e.g., prepayment and amortisation), and (v) the geographic location of the properties securing the
mortgage loans.

(3) Source: Deutsche Bank Annual Report 2004
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The Directors expect that the Company will continue to invest in RMBS of a credit quality similar to that
described above for CMBS.

Other Asset Backed Securities

The Company may also make investments in other types of asset backed securities which are backed by
varjous other types of collateral such as loans to small and medium sized companies, non-performing mortgage
loans, whole business Joans, aircraft loans, sub-prime mortgage Joans, auto loans and credit card loans.

European Real Estate Related Loans

The Company also invests in portfolios of European morigage loans. These loans may take the form of “B
Notes”. A “B Note” is typically a privately negotiated loan (a) secured by a first mortgage on a single large
commercial property or group of related properties and (b) subordinated to an “A Note” secured by the same first
mortgage on the same property. The subordination of a B Note is typically evidenced by an inter-creditor
agreement with the holder of the related A Note. The Company may acquire B Notes in negotiated transactions
with the originators, as well as in the secondary market.

The Company may also selectively pursue special investment situations where the Manager believes cash
flows have been mispriced, such as discounted securities in particular sectors or jurisdictions which have failen
out of favour due to economic pressures, regulatory issues or illiquidity.

Whilst it is intended the Company’s investment portfolio will be diversified in the manner described above,
as a result of changing market conditions, the percentage of its assets that will be invested in each category of
Target Investments cannot be predicted with any certainty.

Financing Strategy and Match-Funded Discipline

The Company employs leverage in order to achieve its return objectives. The Company does not have a
predetermined target debt to equity ratio as the Directors believe the appropriate leverage for the particular assets
that the Company is financing depends on the nature and credit quality of those assets. As at 30 September 2005,
the Company’s debt to equity ratio was approximately 5 to 1 or 80 per cent. of gross assets (on an unaudited
basis). The Company maintains access to a broad array of capital resources in an effort to insulate its business
from potential fluctuations in the availability of capital. The Company utilises multiple forms of financing
including CDOs, which as at the date of this Prospectus amounted to a face value of €400 million in respect of
Eurocastle CDO 1, €400 million in respect of Eurocastle CDO IIl and £200 million in respect of Eurocastle
CDO 11, term loans, as well as short term financing in the form of repurchase agreements. The Manager may elect
for the Company to bear a level of refinancing risk on a short term or longer term basis, such as is the case with
investments financed with repurchase agreements, when, based on all of the relevant factors, bearing such risk is
advisable. The Company utilises leverage for the sole purpose of financing its portfolio and not for the purpose of
speculating on changes in interest rates.

The Company attempis o reduce interim refinancing risk and 1o minimise exposure to interest rate
fluctuations through the use of (a) match-funded financing structures whereby it seeks in respect of debt
obligations: (i) to match the maturities of the Company's debt obligations with the maturities of its assets and
(ii) to match the interest rates on the Company's investments with like-kind debt (i.e., floating rate assets are
financed with floating rate debt and fixed rate assets are financed with fixed rate debt), directly or through the use
of interest rate swaps, caps or other financial instruments, or through a combination of these strategies; and (b} in
the case of real estate investments, to structure the terms of its borrowings to ensure that such borrowings can be
refinanced or maintained to avoid the Company being forced to sell its investmenis prematurely. This allows the
Company to minimise the risk of having to refinance its liabilities prior to the maturities of its assets, or expiry of
its leases in the case of real estate investments, and to reduce the impact of changing interest rates on the
Company’s earnings.

As at 30 September 2003, the weighted average life of the Company's real estate related debt portfolio on an
unaudited basis was 4.] years and the weighted average life of its liabilities agamst the real estate related debt
portfolio was 6.9 years. These figures are unaudited.

CDOs

The Company utilises securitisation structures, such as CDOs, as well as other financing structures (for
example long-term bank debt, commercial paper programmes, bond issues and other long-term financing
technigues) to match-fund certain Target Investments.
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- CDOs are multiple class debt securities, or bonds, secured by pools of collateral consisting of assets, such as
mortgage backed or other asset backed securities. In the Company’s case, the collateral will be certain Target
investments of a type that the Company typically invests in. Like typical securitisation structures, in a CDO
(a) the assets are held by a bankruptcy remote SPV and financed by the issue by the SPV of one or more classes
of bonds, (b) further qualifying assets are acquired with the baJance of the bond proceeds until a target amount
has been so acquired (during an investment period which is typically six to 18 months after the bonds are issued),
(c) the assets are pledged to a trustee for the benefit of the holders of the bonds, (d) one or more classes of the
bonds are rated by one or more rating agencies, and (&) one or more classes of the bonds are marketed to a wide
variety of fixed income investors, all of which enables the CDO sponsor to achieve a relatively low cost of long-
term financing. Unlike typical securitisation structures, the Company may structure its CDOs such that the
underlying assets may be sold, subject to certain limitations, without a corresponding pay-down of the CDO debt
during the reinvestment period (which is typically three to five years), provided the proceeds are reinvested in
certain qualifying assets. Such CDO structures will enable the Manager to manage, subject to certain limitations,
the pool of underlying assets. The Directors believe that the Company’s CDO financing structures will enable it
to lock in a long-term cost of funds and minimise the risk that it has to refinance its liabilities prior to the
maturities of its investments while giving the flexibility to manage credit risk.

Under a CDO financing structure, a portfolio of investments (other than direct real estate investments)
satisfying Eurocastle’s credit and diversification investment criteria is assembled and held by an SPV. To help
finance the purchase of the underlying investments, the SPV may issue a series of notes. Notes issued pursvant to
a CDO transaction typically:

* are rated by one or more rating agencies (typically 50 per cent. — 70 per cent. or more of each CDO
issuance is rated “AAA™');

* are listed on a recognised securities exchange (for example, Luxembourg or Ireland);

* are not subject to redemption at the request of any third party holders (and thus will not be subject to
refinancing risk for mismatched maturities);

* are sold primarily to institutional investors; and

* only have a claim on the collateral of the issuer.

Eurocastle CDO 1

On 8 June 2004, the Company closed its first CDO financing, Eurocastle CDO I, whereby a portfolio of real
estate securities and other asset backed securities were purchased by a consolidated subsidiary which issued
€372 million face amount of investment grade senior and mezzanine'bonds and €28 million face amount of non-
investment grade mezzanine and subordinated bonds. The Company and its consolidated subsidiaries retained
€49 million of the mezzanine and subordinated bonds issued by Eurocastle CDO 1.

Eurocastle CDO 11

On 5 May 2005, the Company completed a CDO financing, Eurocastle CDO II, whereby a portfolio of
European real estate related securities and other asset backed securities were refinanced through a public issue
with a corresponding U.S. private placement by Eurocastle CDO II plc of £191 million of investment grade senior
and mezzanine bonds and £9 million of subordinated bonds. The Company and its consolidated subsidiaries
retained £17.5 million of the mezzanine and subordinated bonds issued by Eurocastle CDO II.

In order to avoid a full interest charge being incurred on unused cash resulting from fully funding the CDO
on the closing date, Eurocastle CDO II plc secured a delayed draw commitment from the holder of a delayed
draw note that it issued, which entitles it to draw down up to £51 million from the purchaser of the AAA bonds
over the course of the approximately seven and one-half month ramp-up period. A commitment fee of 0.20 per
cent. is payable for this arrangement. Upon expiry of the ramp-up period, the CDO is required to have drawn-
down the full £51 million delayed draw amount such that the aggregate debt issued at this time amounts (o
£200 million, ’

The weighted average credit raiing of Eurocastle CDO II's portfolio of securities at closing was BBB. The
assets in this portfolio are, consistent with applicable rating agency criteria, diversified by asset type, industry,
location and issuer. The Directors expect that this diversification will mitigate the risk of capital loss to the
portfolio.
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Eurocastle CDO 111

On 28 April 2005, the Company completed a CDO financing, Eurocastle CDO III, whereby a portfolio of
European real estate related securities and other asset backed securities were refinanced through a public issue
with a corresponding U.S. private placement by Eurocastle CDO III plc of €383 million of investment grade
senior and mezzanine bonds and €17 million of subordinated bonds. The Company and its consolidated
subsidiaries retained €30 million of mezzanine and subordinated bonds.

In order to avoid a full interest charge being incurred on unused cash resulting from fully funding the CDO
on the closing date, Eurocastle CDO III plc secured a delayed draw commitment from the holder of delayed draw
note that it issued, which entitles it to draw down up to €158 million from the purchaser of the AAA bonds for the
duration of the approximately seven and one-half month ramp-up period. A commitment fee of 0.20 per cent. is
payable for this arrangement. Upon expiry of the ramp-up period, the CDO is required to have drawn-down the
full €158 million delayed draw amount such that the aggregate debt issued at this time amounts to €400 million.

The weighted average credit rating of Eurocastle CDO II's portfolio of securities at closing was BBB+. The
assets in this portfolio are, consistent with applicable rating agency criteria, diversified by asset type, industry,
location and issuer. The Directors expect that this diversification will mitigate the risk of capital loss to the
portfolio.

Eurocastle CDO IV

The Company, through Eurocastle CDO IV plc (a newly established SPV borrower), entered into a term
credit multi-currency facility for €400 million on 14 July 2005 in order to finance investments in asset backed
securities and real estate related loans. In accordance with the Company’s match-funding financing philosophy,
this facility replicates many of the features of a traditional CDO financing including sheltering the SPV borrower
from mark to market risk on its investments. The three year extendable facility allows the SPV borrower more
flexibility in its eligibility criteria than those contained in Eurocastle CDO 1, Eurocastle CDO II or Eurocastle
CDO I1, including having substantial flexibility to invest in real estate related loans. The lender uses a rating
agency CDO model to determine the level of equity contribution the Company, or a consolidated subsidiary,
needs to make to the SPV borrower to maintain the senior financing levéls provided by the lender.

Real Estate Financing

The Company procures medium to long-term secured financing for both its and other real estate investments.
It swructures such financing taking into account jurisdiction-specific factors to ensure optimal returns. The
Deutsche Bank Portfolio was financed with an 8.3 year non-recourse secured €246.5 million term loan which
bears interest at Euribor plus 1.18 per cent. per annum. The Belfry Portfolio was financed with a 10 year non-
recourse €56.2 million term loan (which bears fixed rate interest at 10 year Euribor swap rate plus a margin of
1.40 per cent.) and the Bastion Portfolio was financed with a 7 year non-recourse €26.5 million term Joan (which
bears interest at Euribor plus '1.20 per cent.). The FIP investment was financed with a 13 year non-recourse
€121.8 million term loan (which bears interest at Evribor plus 1.95 per cent. increasing to Euribor plus 3.75 per
cent. after the eighth year of the term). The Truss Portfolio will be financed with a non-recourse term loan.
Further details of these term.Joans are set out in note 10 to the unaudited results of the Company for the 9 month
period ended 30 September 2005, as set out in Part XTI of this document.

Short-Term Financing

The Company currently also uses short-term financing, in the form of repurchase agreements, bridge
financings and bank warehousing facilities, as an intermediate step prior 1o the implementation of its match-
funded financing structures. Short-term financing may also be employed in relation to assets which are not
suitable to be financed on a long-term basis. Such assets are currently held through Eurocastle Funding, an SPV
established by the Company. Any contractual obligations entered into by Eurocastle Funding with third parties
may be guaranteed and have recourse to the Company's assets. The assets of Eurocastle Funding are managed by
Fortress pursvant to the Funding Management Agreement, 2 summary of which is set out in Part VI of this
Prospectus.

Currently the Company has a revolving €50 million credit facility with Deutsche Bank AG, London, details
of which are set out in 7.12 of Part VI of this Prospectus.
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Amount of Leverage

The amount of equity relative to the external debt of the Company will depend, among other things, upon the
diversification and quality of the underlying investments. In any case, the total leverage of the Company will not
exceed 95 per cent. of its gross assets, As at 30 September 2005, the Company on a consolidated basis had
incurred approximately €1,550 miilion of debt representing 80 per cent. of its gross assets (on an unaudited
basis). .

For certain risks related to the Company’s financing strategy see the risk factors set out in the section entitled
“Certain Risk Factors” in this Prospectus.

Interest Rate and Currency Hedging Activities

The Company and its consolidated subsidiaries may enter into derivative transactions for the purposes of
efficient portfolio management, where appropriate, to protect their investments from interest rate fluctuations and
foreign exchange fluctuations. These transactions may include swaps, the purchase or sale of collars, caps or
floors, options, mortgage derivatives and other hedging instruments. These instruments may be used to hedge as
much of the interest rate and currency risk as the Manager determines is in the best interests of the relevant entity,
given the cost of such hedges. The Manager may elect to have the relevant entity bear a level of interest rate and
currency risk that could otherwise be hedged when the Manager believes, based on all relevant facts, that bearing
such risks is advisable. The Company and its consolidated subsidiaries may enter into derivative transactions to
gain exposure to investments but not for speculative purposes.

For a discussion of certain risks related to the use of derivatives, see the risk factors set out in the section
entitled “Certain Risk Factors” in this Prospectus.

Dividend and Dividend Policy

The Company currently pays regular quarterly dividends to Shareholders and the Directors expect to
continue this policy. The Company’s aim is to pay all or substantially all of its earnings in the form of dividends
1o Shareholders (excluding surpluses from the sale or realisation of investrents held directly by the Company).
Since the initial public offering in June 2004, the Board of Directors of the Company has declared the following
dividends:

Record Date Payment Date Per Share Dividend

2004 — Third quarter 29 October 2004 5 November 2004 €0.30
2004 — Fourth quarter 4 March 2005 11 March 2005 €0.33
2005 — First quarter 29 April 2005 6 May 2005 €0.33
2005 — Second quarter ‘ 24 June 2005 15 July 2005 €0.35
2005 — Third quarter 28 October 2005 11 November 2005 €0.37
Total dividends to date €1.68

The dividend per Share for the year ended 31 December 2004 was €0.63. There can be no assurance that the
Company will continue to pay dividends at the levels set out above or at all. The Company may revise its
dividend policy from time to time.

Current Investments™

As of 30 September 2005, the Company held €580 million (by carrying value) of real estate investments
located in Germany ang Italy and its diversified portfolio of real estate related debt totalled €1,273 million (face
amount). Its portfolio of real estate related debt consisted of 41 per cent. Sterling-denominated investments and
59 per cent. Euro denominated investments with collateral spread 52 per cent., 13 per cent., 13 per cent. and
22 per cent. respectively between UK, Iialy, Germany and other European countries. Excluding loans with a face
value of approximately €100 million, the real estate related debt portfolio had a weighted average credit rating of
BBB+.

(4) All information relating to the Company’s custent investments set out in this section is presented on an unaudited basis.
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As at 30 September 2005, all investments made with a value of greater than 5 per cent. of the gross assets of

the Company and the 10 largest investments held directly (or indirectly through SPVs) by the Company were as

follows®:

Investment/Security Percentage of Face Carrying Coupon Disconnt Expected Public Credit Ratings
Name Asset Type _ Gross Assets Amount Cosi Basis _ Value Margin Margin Maturity S&P Moody's Fitch
(€000) . (€000)  (€0600)
1 FP Real Estate Fund 9 174870 174,827 181,949 n/a n/a s NR NR NR
Units

2 HELOCIXB CMBS 2 41801 41,801 41,696 52 52 1010572006 AAA Al —
3 Mapeley Columbus

Limited . LOAN 2 36668 36304 36,304 225 225 28/06/2012 NR NR NR
4 GECO 2002 D CMBS 1 28,000 77937 8,147 190 176 22122009 BBB Baa3 —
5 ANNFIN 0 01/10/23 CMBS 127,087 27,294 21208 97 97 111012008 A A2 A
6 Windermere 1V CMBS

PLC LOAN 124013 24,013 24013 325 325 20/0172009 NR NR NR
7 TREVIIX B NPL 1 24,000 23,851 24,174 240 183 16/082008 — A2 A
8 PUNTVB 06/30735 ) WBS 1 23467 23467 23467 110 110 18/09/2014 BBB Baa3 BBB
9 VALES}IG CMBS 1 22,000 21,809 21,789 180 195 05/02/2007 BBB - -
10 NYMPH 2002-1 D CMBS ) 25,000 20,986 21,300 180 134 277012009 BBB A} A
Total 20 422,906 422,289 430,048

_Descriptions of each of the lnvestments are as follows:

J.  FIP — Investment in 1,450 Class A Units issued by FIP, a closed-ended ltalian real estate fund, backed by a portfolio of real estate
‘leased to an ltalian Government agency.

2. HELOC 1X B — Securitisation of loan secured on portfolio of 31 Thistle Hotels in UK.

3. Mapeley Columbus Limited — A portion of a B Note in a loan made to, inter alios, Mapeley Columbus Limited, secured over UK real
estate.

4. GECO 2002 D — CMBS of 173 loans made by Westfalische Hypothekenbank (now part of the Hypo Real Estate Bank AG) in Germany.
5. ANNFIN 0 01/10/23 — Finance for a 45,000 unit estate of married quarter properties leased 10 the UK Ministry of Defence.

6. Windermere IV CMBS PLC — A}unior loan made to a securitisation issuer to replicate a B note secured on Central London office
properties owned by, inter alios, AM Holdings Ltd,

7. TREVI 1X B — Securitisation of a portfolio of non-performing loans by Capitalia (formerly Banca di Roma). The portfolio is largely
secured by real estate.

8. PUNTVB 06/30/35 — Securitisation of a portfolic of UK public houses.

9. VALES1G— Securilisationb of a EUR 246.5m commercial morngage loan originated by Hypo Real Estate Bank Jnternational (Hypo),
secured by a portfolio of 109 commercial properties located in Germany.

10. NYMPH 2002-1 D — Predominantly UK CMBS originated by Bayerische Landesbank, currently comprising 17 loans (reduced from the
original 39).

As at 30 September 2005, being the date of the most recent net asset valuation, the unaudited net asset value
per share was €12.65.
Financial Information

Consolidated Financial Information for the period ended 31 December 2004 are set out in Part IX of this
Prospectus. Unaudited results for the six month period ended 30 June 2005 are set out in Part X of this
Prospectus. Unaudited results for the nine month period ended 30 September 2005 are set out in Part XI of this
Prospectus. -

There has been no significant change in the financial or trading position of the Group since 30 September
2005, the date to which the interim results set out in Part XI of this document were prepared.

(5) Source: Company’s management accounts.
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PART Il

OPERATING AND FINANCIAL REVIEW AND PROSPECTS

The discussion and analysis below provides information which the Directors believe is relevant to an
assessment and understanding of its consolidated financial position and results of operations. You should read
this discussion and analysis in conjunction with the consolidated financial statements and related notes in
Parts IX, X and X1 of this Prospectus.

The following discussion and analysis contains statements reflecting the Directors’ views about the
Company’s future performance and constitutes ‘‘forward-looking statements”’. These views may involve risks and
uncertainties that are difficult 1o predict and may cause the Company's actual results 1o differ materially from the
results discussed in such forward-looking statements. Readers should consider that various factors, including
changes in general economic conditions, developments in the European property markets, influence of currency
Sfuctuations and inflation, and other factors discussed in the section entitled “Certain Risk Factors™ in this
Prospectus, may affect the Company’s performance. The Company undertakes no obligation to update publicly
any forward-looking statements, whether as a result of new information, future events or otherwise save to the
extent it is required to do so under applicable law or regulation.

The Company has prepared its consolidated financial statements in accordance with International Financial
Reporting Standards (or “IFRS") which differ in certain respects from accounting principles generally accepted
in the United States. '

For the purposes of this section, the term "'Company” means Eurocastle Investment Limited and where the
context requires, Eurocastle Invessment Limited and its consolidated subsidiaries.

The financial information in this Part 111 has been derived from the Company's audited accounts for the year
ended 31 December 2004, its unaudited interim results for the six months ended 30 June 2005 and its unaudited
results for the three months ended 30 September 2005.




Operating Results

Operating Income

Interest income

Increase in fair value of total
return swap

Rental income

Real estate fund unit income

Gain on securities portfolio
contract

Realised gain on disposal of
investment properties

Realised gain on disposal of
available-for-sale securities

Increase in fair value of real
estate fund units

Increase/(decrease) in fair
value of investment
properties

Total operating income

Operating Expenses

Interest expense

Loss on foreign currency
translation

Property operating expenses

Other operating expenses

Total operating expenses

Profit on ordinary activities
before taxation

Taxation expense

Net profit (loss) .

Earnings Per Ordinary
Share

Basic

‘Diluted

Weighted Average Shares
Outstanding

Basic

Diluted

Note:

Three lﬁonths ended

Six months ended 30 June 30 September
Year ended 31 December (unaudited) (unaudited)
2004 2003* 2005 2004 2005 2004
(€°000)
23,902 50 30,437 2,763 16,970 9,020
— —_ —_ —_ 428 _—
344 — 12,655 - 6,408 —
- - — — 3,607 —
4,141 611 —_ 4,056 _— 84
— — —_ — 731 —_
1,356 — 1,853 — 380 —_
— — — -— 7,122 —_
— — 513 — (63) —
29,743 661 45,458 6,819 35,578 9,104
13,663 —_ 25,495 1,808 14,876 4,512
613 — 1,159 50 314 230
33 — 1,202 n— 917 —
3,403 759 4,100 1,175 2,529 1,179
17,712 759 31,956 3,033 18,636 5,921
12,031 — 13,502 3,786 16,942 3,183
—_ — 287 — 590 —
12,031 (98) 13,215 3,786 16,352 3,183
0.79 0.01) 0.71 0.32 0.68 0.17
0.78 0.01) 0.69 0.32 0.65 0.17
15,214,818 11,857,670 18,529,515 11,930,263 24,209,670 18,463,670
15,495,783 11,857,670 19,253,965 11,955,615 25,046,485 18,943,733

* period from 8 August 2003 (formation date) to 31 December 2003.
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Balance Sheet Data

As of As of
30 June 2005 30 September 2005 30 September 2004
{unaudited) 31 December 2004 (unaudited) (unaudited)
(€000) (€°000)
Asset backed securities {includes
cash to be invested) 923,682 796,522 1,143,354 693,713
Asset backed securities pledged
under repurchase agreements 289,703 467,962 60,398 164,479
Real estate loans 33,170 21,938 63,328 —_
Real estate loans pledged under
repurchase agreements 14,069 — 36,304 —
Investment properties 319,451 318,514 398,042 —
Real estate fund units — — 181,992 —
Cash and cash equivalents 87,650 10,293 17,500 1,619
Restricted cash 1,769 2,812 1,879 2,273
Other assets 12,918 9,578 24,937 6,877
Total assets 1,682,412 1,627,619 1,927,734 868,961
Debt obligations 1,337,339 1,154,310 1,550,281 654,027
Other liabilities 53,207 266,887 71,214 11,617
Minority interest 2 2 2 : 2
Shareholders’ equity 291,864 206,420 306,237 203,215

Supplemental Total Real Estate and Other ABS Securities and Real Estate Loans Data

As of As of

30 June 2005 31 December. 30 September 2005 30 September 2004

(unaudited) 2604 (unaudited) (unaudited)
Weighted average asset yield 4.09% 4,18% 4.06%? 4.25%
Weighted average liability cost 2.65% 2.73% 2.72% 2.68%
Weighted average net spread 1.44% 1.45% 1.34% 1.57%
Weighted average credit rating BBB+" BBB+" BBB+" BBB+"
Percentage investment grade 89% 93% 92% 88%

Number of securities 92 85 106 67

Note:
@ pyblicly rated securities only
@ Includes assets and liabilities referenced under a total rerurn swap

 Excludes shon-term investments with a maturity of less than 3 months and rated A-1+ by Standard & Poors and P-1 by Moody’s

Consolidated results for the year ended 31 December 2004 compared with the period from incorporation
on 8 August 2003 to 31 December 2003 )

The Company commenced operations on 21 October 2003, and therefore the results for 2003 do not
represent a full year. Toal income for 2003 was €0.7 million compared to €29.7 million for all of 2004. Total
income for 2003 principally comprised gains on a securities portfolio contract with Morgan Stanley. The
Company purchased these securities underlying this derivative style contract during the middle of 2004 and at
that time realised additional gains of €4.1 million. Total income for 2004 also included interest income
of €23.9 million from the Company’s €1,286.4 million portfolio of interest bearing asset backed securities and
loans. The Company also generated total gains of €1.4 million on disposals of approximately €40 million of asset
backed securities in the last quarter of 2004. There were no securities disposals in 2003.

In addition to acquiring real estate and other asset backed securities and real estate related loans during
2004, the Company also completed its first sale-leaseback real estate transaction for €318.5 million. This
investment allowed the Company to invest substantially the remainder of the capital raised in its June 2004 initial
public offering. This sale-leaseback is a long-term investment and enables the Company to capitalise on attractive
opportunities in European credit leased real estate investments. The transaction was not completed until the end
of December and therefore had minimal impact on the 2004 results, contributing €0.3 million of rental income
before financing costs and other related expenses.
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Interest expense for 2004 amounted to €13.7 million and represented the costs of maich funding the
Company’s securities and loans portfolio. The increase in other operating expenses from €0.8 million in 2003
(from 21 October 2003 to 31 December 2003) to €3.4 million for the ful} year 2004 was primarily due to the
increased costs of operating as a listed company and the increased asset base and capital of the Company.

Despite credit spreads of European asset backed securities having reached historically tight jevels by the end
of 2004, the Company continued to find attractive opportunities to deploy capital at atractive risk adjusted
returns. As at 31 December 2004, the Company’s securities and loan portfolio (excluding short term investments)
had an average credit rating of BBB+ and was yielding a net return after financing costs of 1.45 per cent.

The Company’s 2004 net profit after taxation was €12 million, or €0.78 per diluted share, compared to a net
" loss of €0.1 million for 2003, or €0.01 per diluted share.

Consolidated unaudited results for the six months ended 30 June 2005 compared with the six months
ended 30 June 2004

Total income for the six months ended 30 June 2005 was €45.5 million compared to €6.8 million for the six
months ended 30 June 2004. This increase in income was due to the Company owning assets generating
substantially greater income during the six months ended 30 June 2005 as compared to assets held during the
same period in 2004. Total income for the six months ended 30 June 2005 comprised interest income
of €30.4 million, rental income of €12.7 million, realised gains on disposal of securities of €1.9 million and an
increase in the fair value of investment properties of €0.5 million. Interest income was on half year-end securities,
loans and cash (the usage of some of which is restricted by the terms of the CDO) of €1,350.0 million. By haif
year-end, the securities and loans portfolio was yielding 4.09 per cent. Rental income was in line with
expectations and represented the full six months rental contribution from the direct real estate portfolio acquired
in December 2004. The Company also generated total gains of €1.9 million on disposals of approximately
€87 million of securities during the half year.

Total income for the corresponding period in 2004 amounted to €6.8 million and included €2.8 million of
interest income on substantially lower balance of interest-bearing securities and €4.0 million of unrealised gains
(a combination of net interest income and mark to market gains on the reference assets) on the securities portfolio
contract. There were no disposals of securities in the first six months of 2004. The Company had no direct real
estate investments during the period and therefore no rental income was generated.

Interest expense for the six months ended 30 June 2005 amounted to €25.5 million and included the interest
cost of a €246.5 million 8.3 year term loan with Hypo Real Estate International, entered into in December 2004,
to finance the Initial Real Estate Portfolio. The interest rate on this loan is three month Euribor plus 1.18 per cent.
After allowing for a matching term fixed rate interest rate swap on €210 million of the loan, the average cost of
financing the Deutsche Bank Portfolio at the end of June 2005 was 4.56 per cent. The weighted average liability
cost of debt financing of the Company’s securities and loans portfolio as at 30 June 2005 was 2.65 per cent,,
giving a net yield of 1.44 per cent. Interest expense for the half year ended 30 June 2004 amounted to
€1.8 million reflecting substantially lower outstanding debt during the period as compared to the six months
ended 30 June 2005. The weighted average financing cost at the end of June 2004 was 2.68 per cent., giving a net
yield of 1.42 per cent.

The increase in property and other operating expenses from €1.2 million in the six months ended 30 June
2004 to €5.3 million in the six months ended 30 June 2005 was primarily due to the accrual of incentive fees,
management fees charged on a larger capital base, non-recoverable service charge expenses relating to the Initial
Real Estate Portfolio and the additional fees and costs associated with administering the Company as a listed
company.

The Company’s net profit after taxation for the six months ended 30 June 2005 was €13.2 million, or
€0.69 per diluted share, compared to €3.8 million, or €0.32 per diluted share, for the six months ended 30 June
2004. The return on average invested capital during the six months ended 30 June 2005 was 12.8 per cent.
compared to 6.2 per cent. during the six months ended 30 June 2004, Earnings for the six months ended 30 June
2005 were based on shareholders’ equity and total assets of €291.9 million and €1,682.4 million, respectively,
compared to significantly lower shareholders’ equity of 196.4 million and total assets of €638.5 million at the end
of June 2004.




Consolidated unaudited results for the three months ended 30 September 2005 compared with the three
months ended 30 September 2004

Total income for the third quarter of 2005 was €35.6 million compared to €9.1 million for the third quarter
of 2004. The significant increase in income was due to the Company owning assets generating substantially
greater income during the three months ended 30 September 2005 as compared to the assets held during the same
period in 2004, Third quarter 2005 total income comprised interest income of €17.0 million, rental income of
€6.4 million on direct rea} estate acquired in December 2004 and on additional direct real estate investments
made in August and September 2005, realised gains on disposal/redemption of securities of €0.4 million, a
decrease in the fair value of investment properties of €0.1 million, €3.6 million from real estate fund units, a
€7.1 million increase in the fair value of real estate fund units and a €0.7 million profit on the disposal of
investment properties. By quarter-end, the securities and loans portfolio was yielding 4.6 per cent. Rental income
was in line with expectations and represented the full quarter's rental contribution from the rea} estate portfolio.
The Company also generated total gains of €0.4 million on disposals of approximately €152 million of securities
during the quarter. During the guarter, the Company’s investment in FIP generated interest income and fair value
gains of €10.7 million in total. The Company also generated mark to market gains of €0.4 million from a single
total return swap enlered into in the quarter.

Total income for the corresponding period in 2004 amounted to €9.1 million and included €9.0 million of
interest income on substantially lower balance of interest-bearing securities and €0.1 million of unrealised gains
(a combination of net interest income and mark to market gains on the reference assets) on the securities portfolio
contract. There were no disposals of securities in the third quarter of 2004. The Company had no direct real
estate investments during the quarter and therefore no rental income was generated.

Interest expense for the third quarter 2005 amounted to €14.9 million on quarter end debt obligations of
€1.55 billion and included the interest cost of a €246.5 million loan with Hypo Real Estate International, entered
into in December 2004, to finance the Deutsche Bank real estate portfolio. The interest rate on this loan is three
month Euribor plus 1.18 per cent. After allowing for a matching term fixed rate interest rate swap on €210 million
of the loan, the average cost of financing this investment at the end of September 2005 was 4.55 per cent. During
the quarter, the Company financed its Belfry Portfolio with a 10 year loan at the 10 year swap rate plus a margin
of 1.4 per cent. and financed its Bastion Portfolio with a 7 year loan at Euribor plus 1.2 per cent. Its purchase of
the FIP units was financed with a 13 year loan at Euribor plus 1.95 per cent. At the quarter end, the weighted
average liability cost of the debt financing the Company’s securities and loans portfolio was 2.72 per cent., giving
a net yield of 1.34 per cent. Interest expense for the three months ended 30 September 2004 amounted to
€4.5 million on guarter end debt obligations of €654 million: The weighted average financing cost at the end of
September 2004 was 2.68 per cent., reflecting the Jower cost short-term repo financing of the investment portfolio
at that time, giving a net yield of 1.57 per cent.

The increase in property and other operating expenses from €1.2 million in the third quarter 2004 to
€3.4 million in the third quarter of 2005 was primarily due to the accrual of incentive fees (no incentive fees had
been accrued in 2004), management fees charged on a larger capital base and non-recoverable service charge
expenses. '

The Company’s net profit after taxation for the third quarter of 2005 was €16.4 million, or €0.65 per diluted
share, compared to €3.2 million, or €0.17 per diluted share, for the third quarter of 2004. The funds from
operations (“FFO" ) return on average invested capital during the quarter was 12.5 per cent. Third quarter 2005
eamnings were based on quarter-end shareholders’ equity and total assets of €306 million and €1,928 million,
respectively, compared to significantly lower shareholders’ equity of €203 million and total assets of €867 million
at the end of September 2004.

Liquidity and Capital Resources

The Company’s ability to execute its business strategy, particularly the growth of its invesiment portfolio,
depends to a significant degree on its ability to obtain additional capital.

The Company’s primary sources of funds consist of cash provided by operating activities, borrowings under
Joans and credit facilities and the issuance of debt and equity securities. The Company's loans and debt securities
are generally secured directly over its assets. The Company expects that its cash on hand and cash flow provided
by operations will satisfy its liquidity needs with respect to its current investment portfolio over the next twelve
months. The Company expects that its long-term liquidity requirements, specifically the repayment of its debt
obligations, will be met through additional borrowings and the liquidation or refinancing of its assets at maturity.




A significant portion of the Company’s investments are financed in the capital markets through the issuance
of collateralised debt obligations, known as CDOs. If spreads for CDO liabilities widen, or if demand for such
liabilities diminish, then the ability to execute future CDO financings will be restricted. Proceeds from the sale of
real estate and other asset backed securities which serve as collateral for the Company’s CDOs, including gains
thereon, must be retained in the CDO structure until the related bonds are retired and are therefore not available
to fund current cash needs.

The Company finances some of its securities and loans with short term repurchase agreements with a
number of investment banks. As at 30 September 2005 (on an unaudited basis), the Company was financing
€96.7 million of its securities and loan portfolio through repurchase agreements totalling €86.2 million. The
Company entered into a term facility in July 2005 which has been used to refinance a significant part of the
portfolio previously financed through short term repos, as well as providing term financing for additional
securities and loans (See “Financing Strategy and Match-Funded Discipline” in Part II of this Prospectus).

The Deutsche Bank Portfolio was financed with a €246.5 million facility. [t is primarily leased to credit
tenants with medium-term to long-term leases and is therefore also expected to generate generally stable current
cash flows. In addition, in the third quarter, the Company entered into a €56.2 million term facility and a
€26.5 miilion term facility to finance the purchase of the Belfry Portfolio and Bastjon Portfolio respectively. The
Company’s real estate financing is more particularly described under ‘‘Real Estate Financing” in Part III above
and in note 11.2 to the unaudited financial results for the three months ended 30 September 2005 included in this
. Prospectus.

The Company has in place with Deutsche Bank AG, London a revolving credit facility of €50 million, to
provide temporary working capital. This facility is described in more detail in paragraph 7.12 of Part VI of this
Prospectus.

Interest Rate Risk

The Company’s primary interest rate exposure relates to its real estate and other asset backed securities,
loans and floating rate debt obligations, as well as its interest rate swaps. Changes in the level of interest rates also
can affect the Company’s ability to acquire securities and loans and its ability to realise gains from the settlement
of such assets.

The Company’s general financing strategy focuses on the use of match-funded structures, meaning that it
seeks to match the maturities of its debt obligations with the maturities of its investments to minimise the risk of
having to refinance its liabilities prior to the matur